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Chapter I 
INTRODUCTORY 


1. Subject-matter of economics. The Natural Sciences 
are those which deal with man’s physical environment— 
matter, motion and energy—and include Astronomy, Phy: 
sics and Chemistry. The Social Sciences are those which 
deal with man as a member of society. The relations that 
arise among men form the subject-matter of distinct social 
sciences such as Ethics, Politics and Economics (see 7 
below). Ethics is concerned with what man ought or oughd 
not to do. Politics deals with the relations of man and 
the State. And Economics is concerned with man’s want: 
and his efforts to satisfy his wants. a 

‘The starting-point of all economic activity is the existence 
of human wants. To satisfy hunger and thirst, to secure 
shelter and to provide clothing were the chief aims of primi- 
tive man and constitute even today the motor force of all 
society’ (Seligman). Wants give rise to efforts and efforts 
secure satisfaction. In primitive society man lived by -his 
direct efforts, growing his own food, putting up his own cot- 
tage and so on. But as his wants increased he came to depend 
more and more on the efforts of other persons for their 
satisfaction. He exchanged the surplus of what he produced. 
for the surplus production of other men. The-exchange was 
at first direct and gave rise to barter. Thus the farmer 
exchanged his grain with the weaver’s cloth. But as exchanges 
became complex and frequent, a common medium of 
exchange, money, had to be introduced. The farmer, 
for example, first sold his grain for money and then 
with the money purchased cloth and other requirements. 
A complex social organization based on world-wide co- 
operation has thus resulted, and this forms the -subjec 
of Economics. ime 

2. Definition. Marshall defines economics .as follows: 
‘Political Economy or Economics is a study of mankind in — 
the ordinary business of life; it examines that part of 
individual and social action which is most closely connected 
with the attainment and with the use of the material requisites 
of well-being. Thus it is on the one side a study of: wealth; 
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and on the other, and more important side, a part of the 
study: of man.’ 

This definition brings out two fundamental points, namely 
that (i) economics is a social science, that is, it considers 
man not in isolation, but as a member of a group; and that 
(ii) it considers only that part of his activities which is related 
to the acquisition and enjoyment of wealth. Economics is 
thus concerned with the wants of man and the efforts made 
by him as a member of society for their satisfaction. 

A more modern definition is that of Robbins, who defines 
Economics as the science which studies human behaviour 
às a relationship between ends and scarce means which have 
alternative uses. Our wants are numerous but the means 
at our disposal in terms of energy, time or money are limited. 
Since all wants cannot be satisfied we have to consider how 
to pick and choose and how to spread our limited means 
over them. The subject of Economics is human behaviour 
in disposing of scarce means, i.e. in choosing and economizing. 

_3. Is economics a science or an art? Adam Smith 
did not draw a clear distinction between the study of political 
tconomy regarded as a science and the study regarded as 
an art useful to statesmen. Later writers have generally 
emphasized the character of economics as a science. This 
means that we are more concerned to discover laws 
(uniformities and sequences) than to lay down rules of 
conduct for statesmen or practical men of business. Our 
business is to analyse and describe more than to prescribe. 
Our standpoint is positive and scientific rather than practical 
or ethical. However, the boundary line between analysis and 
Prescription is a thin one and economists are being increasing- 
ly called upon to advise on the best practical policy to pursue 
in given circumstances, 

4. Assumptions of economics. In order to obtain 
exact results, hypothetical and abstract economists have used 
the conception of the Economic Man. It is assumed that the 
Economic’ Man always seeks pleasure and avoids pain; that, 
for him, pleasure consists in the pursuit of wealth, and pain 
in doing the necessary work for obtaining wealth. Such 
a person is further held to be subject to free competition, 
and to move freely from place to place, and from one 
occupation to another, as directed by self-interest. Certain 
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familiar statements which are laid down by economists follow 
from these simple assumptions; for instance, the statements 
that labourers will move readily to places or occupations 
where they can earn the highest wages, and that there can 
be only one price for the same commodity in a given market 
at any given time. 

These assumptions are not entirely true. But thay are 
sufficiently true to serve as starting-points, and that is why 
the conclusions drawn from them have been found by 
experience to be useful as guides to the understanding of 
economic phenomena. Whether we like it or not, we have 
to admit that there is no other motive which exercises such 
a powerful and continuous influence on human conduct as 
the economic motive. To the question whether this 
characteristic of human nature is not deplorable, the strait- 
laced economist has no answer as an economist. He will say: 
‘I am concerned with “what is” and not with “what ought 
to be”—with facts, not with ideals.’ However, if pressed 
for an answer, he will say that the motive of economic 
betterment which wields such a universal power over civilized 
mankind, is not necessarily a selfish or ignoble motive. As 
Marshall puts it: ‘Money is a means towards ends, and if 
the ends are noble, the desire for the means is not ignoble. 
Again the desire for money does not exclude other influences 
such as the pleasure afforded to a person by work which 
brings him money, the desire to provide adequately for one’s 
family, or motives of philanthropy. 

The economist is, however, far from holding that human 
conduct is or ought to be under the sole dominion of the 
economic motive, and from time to time he finds it necessary 
to call attention to the fact that strictly economic conclusions 
require modification so as to allow due weight to the operation 
of other influences. 

5. Economic laws. The laws of all sciences are 
hypothetical or conditional, They state that, given certain 
conditions, certain results follow. The laws of economics 
are also similarly hypothetical or conditional. If the condi- 
tions are there, the stated consequences will follow. For 
example, if prices rise, demand will contract. It may, 
however, sometimes happen that, even if prices rise, demand 
may remain the same as, or may even be greater than before; 
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and this may be due to the fact that demand also has risen 
at the same time as prices. In order to draw attention to 
possible counteracting causes, we usually say in economics 
that such and such causes tend to produce such and such 
effects. Or the same object is served by adding a qualifi- 
cation to the statement of a law such as ‘other things remain- 
ing the same’. All scientific laws are in this sense merely 
statements of tendencies. There is, however, a sense in which 
economic laws differ from scientific laws proper. They are 
more liable to refuse to fit in with actual facts, because they 
deal with human behaviour, and since human beings (unlike 
natural forces) have a will of their own, we can never be 
quite sure that they will always react in a particular manner 
to certain given conditions. This element of uncertainty 
would have been very much greater if we had been dealing 
with the behaviour of individuals. But in economics we 
deal not with individuals but with groups, and it is possible 
to be more confident about the behaviour of groups than of 
individuals. For example, we may with some confidence 
say that the group demand for sugar will rise with a fall 
in its price, although we may not feel certain that a particular 
individual will buy more of it. 

While, owing to reasons indicated above, economic laws are 
not so exact as those of the physical sciences, they possess 
greater exactitude than the laws of the other social sciences. 
This is due to the fact that the particular human motives 
with which economics is concerned are measurable in terms 
of money. Economic laws, being hypothetical statements, 
must not be confused with statutory, moral, customary or 
religious laws, which are commands. Any citizen proved 
to have disobeyed a command of the State has to suffer 
the appropriate punishment. Economic laws, on the other 
hand. are not commands in this sense. They are in the 
indicative mood and not in the imperative mood. They 
do not say: ‘Do this’ or ‘Do not do this’, but assert that 
certain causes are followed by certain effects. 

6. Principal divisions of economics. Economics, as 
said above, deals with man in relation to wealth. In the 
complex economic organization of modern society the activi- 
ties of man in relation to wealth have to be studied from 
various points of view, namely: consumption, production, 
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exchange and distribution of wealth. These give us the 
four principal branches or divisions of economics.. In view, 
however, of the important role played by modern States in 
the economic life of the community, the economics of govern- 
ment (including public finance) may be added as the fifth 
division of economics. 

It is necessary to emphasize that all these divisions are 
interrelated and interdependent. Let us briefly indicate their 
nature. 

(i) Consumption of wealth. By ‘consumption of wealth’ 
we mean the use of wealth for the satisfaction of our various 
wants and desires for material and non-material things. 
Consumption is negative production. Just as man can 
produce only utilities, so he can consume nothing but utilities. 
Often consumption is nothing more than usage, as when we 
use furniture or houses or enjoy pictures. 

(ii) Production of wealth. Next follows the study of 
production of wealth. It is obvious that man cannot create 
matter any more than he can destroy it. He can, however, 
create utilities, which is a very different thing. This means 
that he can transform, adjust and arrange matter or materials 
supplied by nature so as to endow them with utility, i.e. -to 
bring them into a condition in which they can be used for 
the satisfaction of his wants. Production therefore means 
the creation of utilities. (See ch. v, 1.) 

(iii) Exchange of wealth. Under the present economic 
organization no one is self-sufficient. Each individual is 
ordinarily dependent on others for the satisfaction of his 
needs, because each specializes in the production of some 
particular commodity or service. What he does not produce 
himself he must obtain from others in exchange for what he 
does produce. Exchange is thus a vital part of our present 
economic system. It deals with the reasons for which, the 
basis on which, and the methods by which commodities are 
exchanged for each other. j 

(iv) Distribution of wealth. The apportionment of the 
wealth that is produced among the various factors of produc- 
tion that have collaborated in its production is called the 
distribution of wealth. Four principal shares are to be 
distinguished: (a) Rent, the share of nature or land, (b) 
Wages, the reward of labour, (c) Interest, the income 


6 Elementary Economics 


of capital, and (d) Profits, the remuneration of enterprise. 

(v) Economics of government. The abandonment of the 
laissez-faire creed, the growing range of the economic func- 
tions undertaken by modern States under socialistic influ- 
ences, the complex problems of public finance in general 
and of war finance in particular, the increasing importance 
attached to economic planning by the State—all these consi- 
derations emphasize the need for a study of this branch of 
economics, which includes a study of the theory and prac- 
tice of the economic functions of modern governments, the 
pangiples of taxation and public expenditure, public debt, 
etc. 

7. Relation of economics to other social sciences. 
Economics being a study of man (in relation to wealth) as 
a member of society, is closely related to other social sciences, 
such as politics and ethics. 

(i) Economics and politics. Since economic activity is 
carried on within the State, it is possible for the latter con- 
sciously to modify economic conditions by its policy and laws 
in relation to trade, taxation, labour conditions and land. 
On the other hand, economic conditions of production and 
distribution considerably influence the forms and functions 
of government. Thus the structure and the functions of the 
Government of a pastoral country are naturally quite differ- 
ent from those of a highly industrialized country. Finally, 
there are certain problems common to both the sciences (e.g. 
the problems of State industries, currency and taxation) 
though their viewpoints are different, the viewpoint of 
politics being administrative, whereas economics is concerned 
with wealth and economic efficiency, and opinions on prac- 
tical policy have often to be the combined result of weighing 
political as well as strictly economic considerations. The 
wide extension of the economic functions of the State in 
recent times has increased the points of contact between 
economics and politics and there is a better appreciation of 
each other’s point of view on the part of the politician and 
the economist. 

(ii) Economics and ethics. The relationship between eco- 
nomics and ethics has been the subject of a prolonged and 
bitter controversy. Some writers have imagined a perennial 
conflict between economics and ethics. Writers like Ruskin 
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have given many hard names to economics, calling it a 
‘bastard science of darkness’, and a ‘dismal science of 
“illth? rather than wealth’. The strictures of Ruskin and 
others apply to the old-fashioned economics which wrongly 
opposed beneficent legislation, like Factory Acts, in the name 
of economic laws, and not to economics as correctly 
expounded. Economics does not teach thè love of money, 
but merely explains how all men are moved by the, desire 
to live well and therefore to seek the acquisition of material 
objects essential for life. At the worst, the standpoint 
of economics may be regarded as unmoral (i.e. ethically 
neutral), but not immoral. Both being essentially social 
sciences studying the welfare of society, we obviously cannot 
divorce one from the other, and there is a considerable justi- 
fication for the view that ‘what is economically advantageous 
must in the long run be right, and what is correct in ethics 
must in the end also be profitable to the business world’ 
(Seligman). Thus ‘Honesty is the best policy? is as much 
a maxim of business as of ethics. Besides, many ‘economic’ 
judgements involve ethical, as well as purely economic consi- 
derations. Nevertheless we can never with profit conjoin 
the two sciences. For ‘ethics is at once a science and an 
art: its function is to investigate the laws of morality and 
to formulate rules of conduct. ... Plainly the scope of 
ethics is wider than that of economics’ (Marriot). Eco- 
nomics, on the other hand, is mainly a positive science 
explaining economic facts and phenomena as they are, and 
as a rule not sitting in judgement on them. 


SUMMARY 


Economics is a social science. Wants, efforts, and satisfactions 
constitute the essence of economics. 

Economics is the study of mankind in the ordinary business of 
life, ie. the business of acquiring and spending wealth. It is 
concerned with man’s activity as a member of society for the 
satisfaction of his needs. Or, to use a more modern definition, 
economics is the study of human behaviour in disposing limited 
means over unlimited wants. 

In economics our primary business is to understand things as 
they are. We are not concerned with laying down rules of conduct 
for the individual or the nation. Economics is more a science than 
an art but in practice it is not possible for economists always to 
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intai is strictly academic attitude. 
e EE is“ based on several assumptions. One of 
these is that of the Economic Man, supposed to be always moved 
‘by the motive of getting the maximum of wealth with the minimum 
òf effort. These assumptions are not wholly correct but sufficiently 
correct, so that conclusions drawn from them are sufficiently valid. 

The economist neither welcomes nor regrets the predominance 
of the economic motive. Nor does the economist hold that the 
economic motive or the motive of making of money is or ought 
to be the sole motive of human conduct. But in the main his 
arguments take it for granted that man is guided by his ideas of 
self-interest, 

The laws of all sciences are hypothetical. 
not an exception to this rule, 
They state that certain effects 
the absence of counteracting or 

One special clement of uncert: 
‘is’ Uncertain, Fortunately, 
the behaviour of groups of 
than the behaviour of individuals. 


: Economic laws are less exact than the laws of the physical 
sciences. But they are more exact than the laws of other social 


sciences, the reason being that economic motives can be measured 
by money, _ 


_ The principal divisions of economics are Consumption, Produc- 
tion, Exchange, Distribution of Wealth and Public Finance. 


These divisions, however, are more or less closely interrelated 
with one another, although 


economic analysis requires a separate 

treatment of cach of them, 
Consumption, i.e. 
use of wealth, is the 
By production we 
for the satisfaction of 
+ Distribution. 


Economic laws are 
They are statements of tendencies. 
will follow from certain causes in 
modifying causes. 

ainty is that the behaviour of men 
however, economics is concerned with 
human beings, which is more calculable 


the satisfaction of human wants through the 
ultimate aim of all economic activity, + 
understand the creation of economic utilities 
man’s wants, f 


il The wealth that is produced by the factors. of 
production is shared by the 


m and goes out as Rent, Wages, Interest 
and Profit. 


ommon problems such as taxation and 
he viewpoints of the two sciences are 


Economics and ethics, 


Some writers like Ruskin have condemned 
economics as a dismal s 


cience which is in conflict with ethics. 
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This charge is, however, unfair. Economics does not inculcate 
the love of money, but merely explains how men arc moved by 
the desire to live. Since both economics and ethics as social 
sciences are interested in the welfare of society, one cannot be 
divorced from the other. At the same time, complete fusion of 
the two sciences is to be deprecated. 


QUESTIONS 


1, What is Economics? Is it a science or an art or both? 

2. Discuss the assumptions underlying Economics. 

3. Explain the distinction between an economic law and statute 
law and show how all cconomic laws are mere statements of 
tendencies. 

4. Explain the usual divisions of the subject-matter of economics. 

5. Examine the relation between economics and other social 


sciences. 


Chapter II 


STAGES OF 
ECONOMIC DEVELOPMENT 


1l. Earlier stages of development. The following usual 
classification of the stages in economic development is help- 
ful, especially for the understanding of earlier economic life: 
(i) the Hunting stage; (ii) the Pastoral stage; (iii) the 
Agricultural stage; (iv) the Commercial stage; and (v) the 
Industrial stage (Seligman). 

In the remote past savage man lived on wild roots and 
fruits, and in many cases practised cannibalism. The root- 
grubbing stage was followed by the hunting stage, the transi- 
tion being facilitated by the abundance of game and the 
use of weapons, as civilization progressed from the early 
Paleolithic to the New Stone age, and later to the Bronze 
and Iron ages. The invention of fire and the employment 
of metals led to an immense improvement in tools and 
wCapons—arrows, knives, javelins, hammers, mill-stones, 
daggers and saws. The hunting tribes would constantly move 
from one game area to another as the older areas were 
exhausted. 

_ With the growth of population, the need for a less preca- 
rious and more abundant food supply was felt, and domesti- 
cation of animals partially took the place of destruction of 
animals by hunting. So the pastoral stage began. 
The tending of flocks of sheep and herds of cattle was 
now extensively practised to secure a more permanent supply 


of food, and incidentally to obtain clothing and transport 
facilities. 


€s of food made it possible to support 
n a given area of land. Land was 
ership, but houses and moveables were 
mily, which now emerged as the self- 
the basis of the later self-sufficient 
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chronological sequence of the various stages of economic 
development. Sometimes the commercial stage followed and 
at other times preceded the agricultural stage. The agri- 
cultural stage was not altogether superseded by the later 
commercial and industrial stages, although of course it was 
greatly modified. 

Instead of laying down any invariable order in which one 
stage follows another, it is more instructive to study eco- 
nomic development, especially in its later stages, from the 
fundamental point of view of the relation between producer 
and consumer. This involves the study of the improving 
technique of production, the growing division of labour, the 
widening of the markets, and the introduction of money and 
credit economy. 

2. Stages of industrial evolution. Turning now to 
the later stages of economic development we may roughly 
distinguish four successive stages of industrial evolution: 
(i) Family Economy; (ii) the Guild or Handicraft System; 
(iii) Domestic Industry; and (iv) the modern Industrial or 
Factory System (Capitalist or Industrial Economy). 

(i) Family Economy. In Europe, broadly speaking, until 
the beginning of the Middle Ages the self-sufficing family 
system prevailed. The family unit, which was generally 
large and often included slaves and serfs, produced all that 
it wanted and consumed all that it produced. Thus the 
family /raised its own food, made its own clothing, put up 
its own houses, and met its other needs from its own resources. 

(ii) The Guild (Handicraft) System. Gradually the self- 
sufficiency of the family broke down, and a body of profes- 
sional craftsmen came into existence. The various craftsmen 
such as the smith, the cobbler, the carpenter, the potter, 
and the weaver, began to work in their own houses with 
their own tools and on their own raw materials, and dis- 
posed of their goods in their own shops. Production at this 
stage is still on a small scale and there is as yet no inter- 
mediary between producer and consumer, the market being 
small and near at hand. An important feature of the handi- 
crafts system was the association of the members of a trade 
or occupation into crafts or merchant guilds with their 
apprentices, journeymen and master-craftsmen. These guilds 
regulated the quality of the products and their price, and 
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also looked after the welfare of their members. This is the 
famous guild system which flourished in Europe in the 
Middle Ages. In India also, the various caste groups, or 
caste panchayats, for a long time performed functions similar 
to those undertaken by the European craft guilds. 

The guild system gradually broke down as commerce 
began to extend towards the close of the Middle Ages and 
distant markets had to be catered for. Another cause of 
its decay was the abuse of their monopoly and privilege by 
the richer guilds. 

(iii) The Domestic System. ‘The next stage is marked 
by the advent of various Kinds of commercial middlemen, 
who act as intermediaries between the actual workers in 
their small domestic workshops and the final purchasers; the 
widening of the market being both the cause and the result 
of their appearance’! The workman partially lost his eco- 
nomic independence, since although he still continued to 
work in his house (hence the name ‘Domestic System’) he 


was now supplied with raw materials by the employer, who ` 


also disposed of the finished product. This was the pre- 
vailing type of industrial organization before the Industrial 
Revolution in England about the middle of the eighteenth 
century, In India, the domestic system of industry still 
largely survives, though it is being gradually displaced by the 
factory system. The domestic system is still prevalent in 
certain trades, such as weaving and hosiery. 

(iv) The Factory System. The Industrial Revolution, the 
advent of machinery, large-scale production and world-wide 
markets—all these are closely connected with the establish- 
ment of the factory System which is the typical form of 
modern industry. The capitalist employer now acquires 
complete control over the industry, which is conducted in 
his own workshop or factory with the help of hired labour. 
The workman is now teduced to the position of a mere 
eena a Sonly then lanai tOree A 
a fixed wage. Perhaps the most important feature of the 
factory system is production in anticipation of demand. We 
have also 2 very complex division of labour and the rule 
of competition instead of custom. Also, barter has been 


1Sir W. J. Ashley, The Economic Organization of England, p. 36. 
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displaced by a money and credit economy and markets have 
become national and international in scope. 

3. Meaning of ‘Industrial Revolution’. The last stage 
in economic development is compendiously described 
by the term ‘Industrial Revolution’. This term is used to 
indicate all those changes in the conditions of life and labour 
brought about by the application of power to industry and 
transport, and the consequent substitution of the factory for 
the older domestic system, the introduction of new methods 
of production and of transport, and generally the progres- 
sive control over the forces of nature. These forces have been 
made to yield increasing quantities and varieties of wealth. 
The period of English economic history covered by the 
Industrial Revolution roughly extends over a century, from 
1750 to 1850. 

While the Industrial Revolution in England involved 
great changes in social and economic life, it was a gradual 
process: The Industrial Revolution first made its appear- 
ance in England because of certain favourable physical, 
social and political conditions, but subsequently other coun- 
tries passed through it with more or less similar results. It 
is thus a world-wide phenomenon. It may be said to have 
started in India in the middle of the nineteenth century and 
we are today experiencing a stage of economic transition 
marked by a mixture of the old and new economic orders: 

4. England before the Industrial Revolution. Before 
the Industrial Revolution in England, the conditions of 
economic life in agriculture, industry, trade and transport 
were not unlike those prevailing in India in the beginning 
of the nineteenth century. England was then mainly an 
agricultural country, and both agriculture and industry were 
carried on on a small scale by yeoman and artisan. The 
transport system was primitive, and enforced a life of self- 
sufficiency on the local units. Trade was not much deve- 
loped and the bulk of the internal trade was conducted at 
weckly markets and fairs. 

5. Main aspects of the Industrial Revolution in 
England, The English Industrial Revolution had three 
main aspects, namely, revolution (i) in Agriculture, (ii) in 
Transport, and (iii) in Industry. 

(i) Revolution in agriculture. The change began in 
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agriculture. The old wasteful common field system was 
supplanted by a new system of land tenure and a much 
more efficient agriculture, using new crop manures and 
implements thanks to the advance in agricultural science. 
Land was enclosed; but the Enclosure Movement resulted 
in the disappearance of the yeomanry and the emergence of 
a class of landless labourers and of capitalist tenant farmers 
employing them. 

(ii & iil) Revolution in transport and industry. The Indus- 
trial Revolution manifested itself also (a) in the improved 
means of communication, such as turnpike roads and navi- 
gable canals, (b) in the introduction of a variety of inven- 
tions in the coal, iron and textile industries [notably Har- 
greaves’ Spinning Jenny (1770), Arkwright’s Water Frame 
(1769), Crompton’s Mule (1779), Watt’s Steam Engine 
(1769) and Cartwright’s Power-Loom 
the establishment of the factory system, 
duction on a large scale and extensive 
place of human labour. About 
started in transport methods and communication, which in 
the fullness of time brought the rai 


abroad. In order to 
factories, large numb 
tribute their savings, 


the stock of the company which became known as a joint- 
stock company (see ch. vi, 


6. Results of the Industrial Revolution. Such far- 
reaching changes in the techni 
nomic organization could not fai iking 
both desirable and undesirable. 

(i) In the first 


place, there was an immense increase in 
the production of wealth, a vast extension of internal and 
external trade, and an expansion of credit and banking. 
(ii) Also, the position of the population of England under- 
went fundamental changes. There was a rapid increase in 
total numbers and a tremendous movement of the popula- 
tion from the south to the midlands and the north, which 


a 
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became now the beehive of modern industry. There was 
also a big increase in the urban population. (iii) Thirdly, 
there were fundamental changes in the social and economic 
organization of the country, with the balance of social and 
political power turned in favour of the capitalist classes, to 
the detriment of the working classes, both in industry and 
in agriculture. (iv) Fourthly, domestic industry was sup- 
planted by the large-scale factory with its thousands of 
‘hands’ (factory labourers). They were connected with the 
capitalist by no other bond than the cash nexus, which took 
the place of the old human relations between master and 
workmen. (v) Fifthly, the concentration of capital and the 
instruments of production in the hands of a small moneyed 
class led to the divorce between the working and owning 
classes, and split society into two hostile camps at war with 
each other. (vi) Lastly, the insecure and precarious life of 
the labourer living under an ever-present threat of un- 
employment, the frequent strikes and lockouts throwing 
society out of gear, and the lack of economic equili- 
brium due to recurrent crises, came to be the features 
of the new industrial order, and society was faced with new 
and complex social, political and economic problems. In 
short, the Industrial Revolution created the new problems 
of wealth without welfare and of economic instability, 
which are yet far from being solved.t 


SUMMARY 


Economic life is the outcome of a prolonged process of evolution. 
The earlier stages of economic development are the ‘root-grubbing’ 
stage, the hunting stage, the pastoral stage, the agricultural stage, 
the commercial stage and the industrial stage. 

The later development of economic life takes us to the several 
stages of industrial evolution. 

First we have the Family Economy, under which the family unit 
produced everything it wanted and consumed all that it produced. 

Secondly, we have the Handicrafts System under which a body 
of professional craftsmen or specialists came into existence. They 
supplied the needs of the local market. An important feature of 
the handicrafts system was the association of members of an 


occupation in guilds. 
1Modern factory or labour legislation, which secks to remedy 
some of the evils of the present system, is dealt with in ch. xii. 
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The next system, known as the Domestic System, was marked 
by the advent of various kinds of middlemen who appeared as 
capitalistic employers of the craftsmen toiling in their small 
domestic workshops and now separated from the final purchasers, 

The last stage begins with the appearance of the Factory 
System after the Industrial Revolution with its machines, its large- 
scale production and its world-wide markets. The semi-autonomous 
worker was transformed into the factory wage-earner. Production 
now is in anticipation of demand. And the division of labour 
becomes very complex. 

The establishment of the factory system was the result of the 
Industrial Revolution which first occurred in England and roughly 
covered the period from 1750 to 1850. The Industrial Revolution 
completely transformed conditions of economic life. 

In agriculture the wasteful common ficld system with its 
dispersed holdings gave place to a more efficient system, but this 
involved the disappearance of the old yeoman class, 

There was also a rapid improvement in the system of transport 
and communication. Better roads and canals, and later the 
railway, the steamship and the telegraph—all these enormously 
widened the scope of internal and international commerce. 

The introduction of a variety of inventions in the coal, iron and 
textile industries, joint-stock companies, the development of credit 
and banking, were some of the factors which made England the 
workshop of the world. 

The results of the Industrial Revolution in England were: (i) an 
immense increase in Prosperity; (ii) a rapid increase of population 
and a great shifting of it from the south to the midlands and 
the north; (iii) the concentration of political and social power 
in the hands of the capitalistic class and a lowering of the status 
of the worker in agriculture as well as in industry; (iv) the sub- 
Stitution of large-scale production for the domestic-industry type 
of production; (v) the splitting of society into two hostile camps, 
the owning employer class and the wage-carning class; and (vi) 
added insecurity of the economic life of the worker, industrial 
disharmony and recurrent economic crises. 


QUESTIONS , 


y stages of economic development. 
n stages of industrial evolution and bring out 
tures of each one of them. 
3. Compare the domestic system with the factory system. To 
what extent does the former system exist in India? 

4. Discuss the main features of the Guild system and compare 
it with the caste panchayats in India. 


1. Review the earl 
2. Discuss the mai 
the characteristic fea: 
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5. What is meant by the expression ‘Industrial Revolution’? 


a Describe the main inventions that brought about the Industrial 
Revolution in England. and show how it is almost a universal 
= phenomenon. 


6. Review the course of the Industrial Revolution in, England. 
7. Describe the social and economic effects of the Industrial 


Revolution. S 


Chapter III 
GENERAL NOTIONS 


1. Utility. In this chapter it is proposed to explain 
some general notions of Economics, namely, Utility, Wealth, 
Value, Price and Income. 

Utility is the capacity to satisfy a human desire or serve 
a human purpose. From a moral point of view it is a 
colourless word. When we say a certain object has utility, 
we do not mean that it ought to be valued. We simply 
refer to the fact that, rightly or wrongly, it is valued, that 
people desire to possess it. 

All utilities are not economic, i.e., are not wealth. Utilities 
like air and light, which are given free by nature and in 
unlimited quantities, however vitally useful they may be 
and although recognized as such by human beings, are 
nevertheless not wealth, 


2. Characteristics of wealth. Let us enumerate the 
characteristics of wealth: 

(i) In the first place it possesses utility. 

(ii) Secondly, it is limited in quantity. (Because it is 
as a general rule the result of human labour; and human 
labour and the natural resources on which it operates 
to produce wealth are limited. There are a few cases of 
wealth fe.g. meteoric stones] where human labour or 
sacrifice is not involved but where the term ‘wealth’ is 
Justified because of the presence of other characteristics like 
limitedness of quantity and utility.) 

(iii) Thirdly, wealth is transferable. It is not necessary 
that it should be bodily shifted, but at least the right to 
it should be transferable. For example, a house cannot itself 
be transferred, but the right to it can be. Wealth thus 
possesses exchange-value, (See 8 below.) $ 

(iv) Wealth should be capable of being appropriated. 
That is, one or more persons should be able to possess or 
enjoy it, to the exclusion of others. Unless it can be made 
the subject of private Property, nobody will pay anything for 
it, that is, it will Possess no exchange-value. 

ere is nothing in our definition of wealth to suggest 


that it consists only of material things. The services of a 
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servant or labourer for which wages are paid, the services 
of a manager or official for which he gets a salary, the 
professional services of a lawyer and doctor for which fees 
are paid, are all wealth. So are the services of a singer 
whom you have to pay to hear. 

A man’s internal qualities and aptitudes (e.g. the special 
skill of a surgeon or the singer’s vocal chords are not 
wealth, because, although they may be a source of wealth, 
they are not themselves transferable. 

Non-material external goods consisting of relations bene- 
ficial to a man with other people are wealth because they 
can be bought and sold. Thus when a business changes 
hands, very often the sale price includes not only the value 
of the tangible assets but also the value of what is known 
as the ‘goodwill’ of the business, which consists of the 
advantage which the business has acquired and the prob- 
ability of continued custom owing to the reputation already 
established. 

3. Classification of wealth. The following classifica- 
tion is given by Marshall.t It will assist the student in 
clarifying his ideas. 

Transferable (house, fur- 
niture). 
i. External / material Non-transferable (sun- 
light, climate). 
Transferable (goodwill of 
( a business). 
Non-transferable (i.e. 
j | -J that part of a per- 
Goods are 4 personal | son’s business connexion 
which depends on per- 
sonal trust in him). 

Non-transferable (i.e. a 
| person’s qualities and 

faculties for action 
ii. Internal personal } and enjoyment, e.g. 
| business ability, pro- 

fessional skill, etc.). 

4. Wealth of an individual. We may now proceed 
to suggest an answer to the questions (i) what is the wealth 
of an individual? and (ii) what is the wealth of a nation? 


JA. Marshall, Principles of Economics, p. 55. 
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The wealth of an individual comprises the following 
principal items: i 

(a) In the first place, there are the material possessions 
exclusively owned by the individual, such as his house and 
farm, furniture and books. These are of course all transfer- 
able and exchangeable. 

(b) Secondly, we have those non-material goods belong- 
ing to an individual which are external to him and which 
enable him to acquire material goods, e.g. his business or 
professional connexions, and especially that goodwill of his 
business which can be transferred by sale to a newcomer. 

(c) Share-certificates, mortgage bonds, promissory notes, 
etc. are wealth from the individual point of view. However, 
from the social point of view, it is not these documents. 
but the property which they represent, that is to be counted 
as wealth 


. 5. National or social wealth. The wealth of a nation 
includes the aggregate wealth of its members and citizens 
as defined above. National wealth also includes public 
material property of all kinds, such as roads. canals, buildings. 
Some economists like Marshall include for many purposes 
some of the more important free gifts of nature which 
influence national wealth. So the Thames may be regarded 
as part of England’s wealth, and the Ganges and the 
Himalayas as part of India’s wealth. 

It is clear that the mere aggregate wealth of a nation 
affords no indication of its prosperity. The aggregate wealth 
of India is greater than that of Belgium, but the wealth 
or income per head is greater in Belgium than in India, 
and therefore Belgium is a richer country than India. The 
per head share of the national wealth (or income) is 
obviouslv the truer standard of material happiness. 

6. Wealth or welfare, The relation between wealth 
and welfare is close; indeed originally wealth meant well- 
being or welfare. The Conception of welfare, however, is 
very elastic and varies according to the ethical, political and 
aesthetic outlook of each person. 


Under the present economic system the relation between 
wealth and welfare is obscured by the fact that much of 
modern producti 


1 roduction is undertaken for profit and not for the 
direct satisfaction of the producer’s own needs. It is clear, 


‘a 
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however, that production is the means, and consumption or 
enjoyment or gratification of the consumer is the end. 
Other things remaining the same, increased production 
means a higher standard of living (see ch. iv, 7) and 
increased welfare. Every person who works under the 
influence of the economic motive is interested in securing 
the highest possible welfare of himself and of his family. 
In economics we proceed on the assumption that more 
wealth means more welfare and less wealth means less 
welfare. : 

Wealth and welfare, however, diverge from each other in 
the following cases: 

(i) Since wealth in Economics means economic goods 
(which are the result of labour and are exchangeable) and 
excludes free gifts of nature, it omits to take into account 
vital elements of welfare such as air, sunshine, climate and 
water. However, under modern conditions much human 
welfare is derivea from wealth or economic goods. 

(ii) Fconomists taking a strictly neutral view of utility 
have to admit such goods as alcohol, opium and noxious 
drugs into the category of wealth. Obviously, however, 
they must not be taken thereby to approve of the consump- 
tion of these commodities. It is perfectly consistent to 
regard alcohol as wealth while at the same time supporting 
a campaign against its consumption. 

(iii) The production of wealth may involve great sacrifice 
of welfare. For example it may mean sweated labour, 
slums, long hours of work, insanitary conditions of factories 
and so on. In England during the early phases of the 
Industrial Revolution the working classes were subjected to 
untold suffering. There was a great deal of new wealth 
but the human costs were terrible. 

(iv) The manner in which wealth is distributed is an 
important factor governing the material welfare of society. 
Grave inequalities of wealth prevent the attainment of 
maximum welfare. 

The State as the best representative of the community 
can greatly extend social welfare by appropriate action. It 
can for instance lay down certain standards regarding hours 
of work and conditions in factories. It can prescribe a 
minimum living wage, and provide for a national system 
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of insurance against unemployment, sickness, accidents, old 
age, etc. Finally, by imposing progressive taxation on the 
rich and spending the money so as to supply amenities of 
life to the poor, such as education, medical relief, public 
parks, museums and reading rooms, the State can minimize 
the adverse effects of inequality of wealth and incomes on 
the material welfare of the human community.! 

7. Income. The concept of wealth leads to that of 
income. Income means a flow or stream of satisfactions. 
Income psychologically and fundamentally means pleasure 
or benefit income, but because nowadays we are all living 
under a system of money economy and exchange, income 
2as come to mean primarily money income. If a person 
is engaged in business, his net or true income is found 
by deducting from his gross income ‘the outgoings that 
belong to its production’. Services rendered to oneself, e.g. 
ironing one’s own clothes; or services rendered to one’s 
family, like those of the housewife, are not included in this 
income, since they are free. The real income of a person 
as distinguished from his money income consists of the 
goods and services available to him for consumption or 
satisfaction of his needs.2 

8. Value. The concept of value is ultimately con- 
nected with that of wealth. Value is the central concept 
of economics as well as its greatest puzzle. 

The term ‘value’ ig ambiguous. It is sometimes loosely 
used to signify utility. When we talk of value-in-use we 
mean the actual Satisfaction, which may vary from individual 
to individual. Strictly speaking, however, in economics we 
ought always to use the term ‘value’ in the sense of 
value-in-exchange. The concept of exchange-value domi- 
nates the whole of our science, as we are living under a 
system of constant exchange or interchange of wealth or 
Possessions. The exchange-value of one thing in terms of 
another at any given time and place is the amount of the 
second thing which can be had there and then in exchange 
for the first. It means its rate of exchangeability. Exchange- 
value is the measure of the social estimates of goods arrived 
at by transferring them in exchange. 

1 The subject is fy 


> rther discussed in chs. xii and xiii. : 3 
The concept of National Income or Dividend is discussed in ch. xi. 
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9. Price. Since exchange-value means ‘relative ex- 
change power we can. measure the value, say, of a house 
in terms of any other commodity, like cows, sheep, rice or 
salt, and we may say that its exchange-value is 10 cows, 
or 100 sheep, or 5 maunds of rice, or 500 maunds of salt. 
We are, however, no longer living under a system of barter 
(direct exchange of goods for goods). Exchange is now 
effected by money (gold or silver coins or notes), that is 
by a common medium of exchange, which also functions 
as a common measure of values. ‘This leads us to the con- 
ception of price, which is defined as exchange-value expressed 
in terms of money. Thus we may say that the price of 
a house is Rs 500, or that of a coat is Rs 10, or a pen, 
10 n.p., and so on. If we know these prices, we also know 
their relative values. Thus we can say that the value of 
the house is 50 coats, or fifty times as much as that of a coat. 

10. Value and utility. While no article can possess 
any value unless it has utility, the two terms must be 
carefully distinguished. The concept of value is more 
complex than that of utility. In the first place; value is 
a relative notion of the same order as weight or size. It 
necessarily implies a comparison between two or more 
objects and expresses a relation between them at a particular 
place or time. Utility is a simpler concept, and it does not 
imply comparison between one object and another. . In the 
second place, value implies scarcity, i.e. insufficiency of 
quantity in relation to demand, or difficulty of acquisition. 
That is why air, while it has infinite utility, has no value 
since it is unlimited in supply, while articles like gold or 
diamonds, which are scarce in relation to the demand for 
them, command a high value in exchange. This was what 
the old economists had in mind when they said that air 
has great value-in-use (i.e. utility) but no value-in-exchange, 


SUMMARY 


Utility means the capacity to satisfy a human desire or serve a 
human purpose. Things possessing this capacity are called ‘utilities’ 
or ‘goods’. A 

Utilities are divided into: pis è 

(i) ‘Free utilities’ and (ii) ‘Economic utilities’ or ‘Wealth’. 
Wealth possesses the following characteristics: 

(a) It has utility. (b) It is limited in quantity, and is gene- 
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rally the result- of..-human labour. (c) It is transferable, or 
exchangeable. (d) It is capable of being appropriated. 
Wealth consists of material as well as non-material external goods. 
‘Individual wealth must be distinguished from national wealth. 
` Individual’ wealth comprises: t 
: (i)! ` thie material Possessions of the individual, 4 
“Giy his “external, transferable non-material goods (like the 
goodwill of à business), and 
% (iii claims he 
bonds,: etc. : $ 
National wealth: 


(i) 


may have on others represented by mortgage 


-But such common material property as a whole is part of 
Ive ar national wealth. 


The wealth of a nation also includes the aggregate wealth 
s citizens, 


(ii) Gifts of nature—like 
national wealth. 
here is a close connexion between wealth and welfare. But 
this statement is subject to the following qualifications: 


(i) There are some ‘free’ goods which are not wealth but 
which are essential for welfare. 


(ii) Some goods coming within the 
actually hinder welfare. 

(iii) In considering wealth as a cau 
side we must count the human costs, 


lv) Welfare depends not only on the quantity of wealth but 
on how it is distributed. 


“The State can by appropriate labour legislation and progressive 
taxation Greatly extend social welfare. 

Income fundamentally means pleasure 
has cometo mean money income, $ 
«¿Value is a central concept of cconomics. By ‘value’, in 


economics, we mean ‘value-in-exchange’, that is, the power of 
getting in exchange other commodities. 


|. Value’ expressed in terms of money is called price. A 
The concept of value is more complex than that of utility, and 


is Of the same order as weight or size, Value expresses a relation 
and implies scarcity, or difficulty of acquisition. 


the Ganges—are the basis of the 


definition of wealth may 


se of welfare, on the debit 


income, but in practice 


QUESTIONS 


wo Define utility. Bring out the distinction between free utilities 


and economic utilities, 


2- What are the fundamental characteristics of wealth? 
3. Examine Marshall's Classification of goods, and discuss each 
Category, giving appropriate illustrations. 


DS 
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4. Distinguish between individual and national wealth. Give 
Indian examples. 

5. Make as complete a list as possible of the items of the wealth 
of (i) a farmer; (ii) an artisan; and (iii) a millowner in India. 

6. Discuss the relation between wealth and welfare. 

7. Explain the concept of income. 

8. Distinguish between value-in-use, and value-in-exchange. 

g. Explain the distinction between (i) value and utility; (ii) 
value and price. 


Chapter IV 
WANTS AND THEIR SATISFACTION 


1. Consumption the end of all economic activity. 
The existence of human wants is the starting-point of all 
economic activity, and the satisfaction of human wants, i.e. 
consumption, is the end of all economic activity. All wealth 
that is produced is sooner or later consumed. Production 
is justified not in itself but only in so far as the wealth 
that is produced is consumed. Production is subordinate 
te consumption, because it is the means, while consumption 
is the end. We have already explained what is meant by 
consumption. (See ch. i. 6.) 

2. Human wants and their characteristics. The 
great characteristic of human Wants is that there is no limit 
to them. The insatiability of human wants in general has 
always been one of the principal themes of the preacher 
and the moralist. When we have got one thing, we desire 
to possess something else, and then a third thing, and so 
on indefinitely. Every step in human progress is marked 
by a growth in the number and variety of wants. 

Although wants in general are insatiable, with very few 
exceptions every single want is satiable sooner or later. 

Wants may sometimes be complementary and joined 
together; for example, desire for tea involves at the same 
time desire for milk and sugar. Another instance is desire 
for things which are sold in pairs like shoes, one shoe being 
useless without the other. 


Many wants are such that their satisfaction can be secured 
by making use alternatively of more things than one. Thus 
the desire for a mild stimulant may be satisfied by tea or 
coffee. The desire for amusement may be satisfied by the 
cinema or perhaps by a novel, Wants are thus competitive. 

3. Law of Diminishing Utility. The fact noted 
above that each single want is completely satiable sooner 
or later has given rise to the familiar statement known as 
the Law of Diminishing Utility. Marshall expresses it thus: 
‘The total utility of a thing to anyone (that is, the total 
pleasure or other benefit it yields him) increases with every 


increase in his stock of it, but not as fast as his stock 
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increases.’ In simple language all that this means is that 
the more of a thing we have, the less we want it. 

The Law of Diminishing Utility holds good for all kinds 
of satisfaction but subject to certain limitations: 

Up to a point every addition may yield not decreasing 
but increasing satisfaction. To a very thirsty man, for 
example, an excessively small quantity of water will bring 
a greater craving for water and for some time every addi- 
tion will be attended with greater and greater satisfaction. 

It is assumed that the units are consumed in quick 
succession. If a man has drunk glass after glass of water 
until his thirst is fully assuaged, he will refuse to drink 
more for the time being. But this docs not mean that he 
will equally refuse it after the lapse of a considerable 
interval, when he may be thirsty again. ' 

The Law of Diminishing Utility is best explained by a 
diagram (Fig. 1). The equal divisions along the horizontal 
axis OX represent equal successive units of a commodity, 
say apples, consumed or purchased by a person, while the 
equal divisions along the perpendicular axis OY represent 
equal units of satisfaction. Rectangle I represents the 
utility derived from the first apple, rectangle II the 
utility from the second, and so on. The utility from every 
additional unit may be higher and higher instead of lower 
and lower for a time, so that the curve may at first slope 
upwards as in the diagram (I.U.), but sooner or later it 
steadily begins to diminish (from utility 10 of the second 
unit to utility o in the case of the seventh unit, which 
is on the border-line between utility and disutility). Any 
further increment of the supply will only result in disutility 
or negative utility (the shaded rectangles in the diagram). 

Let us assume for the sake of clarity that each unit of 
satisfaction to the consumer is represented by one anna. 
Then if the price of an apple were 3 as. the consumer 
would just be induced to purchase the sixth apple, whose 
utility, 3 units (which will just balance the utility of the 
price paid, 3 as.), will be the, marginal utility, while the 
total utility of the supply of six apples will be 8 + 10 + 
9+7 +543 = 42 units. 

4. Distinction between total and margina] utility. 
We must carefully distinguish between total utility and 
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marginal utility. Total utility means the aggregate utility 
of a stock of similar goods, while marginal utility means 
the utility attaching to a particular portion of it, to the 
unit of it that is consumed last. The total utility of a stock 
is obtained by adding the utilities of all the units concerned. 
Thus in Fig. 1 the total utility (or satisfaction) obtained 
by consuming six apples is 8+ 10 +9+7+5+3=42 
units. “The total utility of a stock of goods increases with 
the addition of every unit, but it increases as a diminishing 
rate until the point of satiety is reached, and thereafter it 
falls. The marginal utility means the addition made to 
the total utility by the addition of the last increment con- 


L.U. = Increasing Utility 
D.U.= Diminishing Utility 
N.U.= Negative Utility 


Units Of Satisfaction 


42 


Fig. 1.—DIACRAMMATIC REPRESENTATION OF THE LAW OF 


Diinisuinc UTILITY 


a 
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sumed. Thus if our consumer thinks it just worth’ his 
while to buy the sixth apple, the utility of that unit, 
namely 3, is called the marginal (or final) utility. The 
utility is called marginal because at that point the con- 
sumer is on the margin of doubt as to whether it would 
be worth his while to consume any more of the commodity 
or whether he would secure greater satisfaction by consum- 
ing something else. The last unit consumed under any 
given set of conditions is the marginal unit. . 

Another point that must be made clear is that the 
utility of every unit in a given aggregate is the same and 
is equal to the marginal utility. Let us suppose that the 
six apples in our example are labelled A, B, C, D, E, and 
F. All the apples, it must be remembered, are of exactly 
the same size and quality. Let us suppose now that one of 
them, A, is lost. In that case, the five that remain will 
yield utilities as in the example. The first one that is con- 
sumed will yield utility 8; the second one 10; the third one 9; 
the fourth one 7; and the fifth one 5. If a sixth had been 
there the additional utility realized would have been 3. 
Thus by losing any one of the apples A, B, C, D, E, F the 
loss of utility incurred will be 3. Therefore, the utility of 
every single one of these apples considered as one of an 
aggregate of six is the utility of the marginal, i.e. the sixth 
unit. If we consume something up to the point of complete 
satiety, its marginal utility will sink to zero. 

5, The relation between marginal utility and value 
(price). When we speak of the value of a commodity, 
we do not think of its utility or usefulness in general, but 
of the utility of a definite quantity. As has just been 
explained, the utility of every unit of a given quantity of 
a commodity is equal to its marginal utility, since all the 
units are interchangeable and alike, and any one of them 
can be considered to be the marginal unit and will be 
parted with on the same terms as any other. Value then 
is not the expression of utility in general, or even of total 
utility, but of marginal utility. Thus air in general has 
infinite utility and great total utility, but does not command 
any value, since owing to its unlimited stork, it (i.e. anv 
particular unit of it) has zero utility. On the other hand, 
gold possesses great value, since although its utility in , 
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general or total utility is less than that of air or water, ‘its 
marginal utility (the utility of a particular unit of it) is 
very high owing to its limited supply. Utility is an 
essentially subjective concept. But the only way we know 
of measuring it is by the price which a person is willing 
to pay for a thing he desires to buy or consume. The 
objective test of satisfaction is the readiness to pay a certain 
price or amount of money. The price which a person 
actually pays for a thing measures its marginal utility to him. 
Marginal utility and price are thus closely connected with 
each other. 

6. Classification of wants. Wants (or the things that 
Satisfy them) are classified into (i) Necessaries, (ii) Com- 
forts, and (iii) Luxuries. 

(i) Necessaries—We may take a rigidly narrow view of 
necessaries, and include under the term only such things 
as are absolutely necessary for holding body and soul 
together (necessaries for life). 

A broader view would include such additional things 
(necessaries for efficiency) as are required not only for bare 
existence but for maintaining efficiency, which would, for 
instance, mean sufficient food of reasonably nutritive value 
for the labourer and his family, satisfactory shelter and 
clothing, provision for sickness and old age, and opportunity 
for giving the labourer’s children the training requisite to 
start them in life at least as well as himself, 

Under conventional necessaries we include items not 
strictly necessary for efficiency but expenditure on which is 
nevertheless incurred because it is dictated by social con- 
vention. In India important items under this heading are 
expenses on caste dinners, marriage and funeral ceremonies. 

(ii) and (iii) Comforts and Luxuries—Comforts and 
luxuries are terms which seem to explain themselves.1 The 
dividing line between comforts and luxuries is, however, not 
always clear. Whether a thing is a comfort or a luxury 
depends on how well-off a man is and what particular class 


1 ‘Comforts are those things which add appreciably to a Person’s 
efficiency, but in a degree that has less value than their cost, 
Luxuries are things which when consumed do not appreciably add 


to and may even detract from a person’s efficiency.’—S. J. Chapman, 
Outlines of Political Economy, p. 60. 
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of society he belongs to. To a poor peasant butter and 
ghee are luxuries. To the middle-class man on the other 
hand they are comforts, if not necessaries. If an ordinary 
cultivator used scents (attar) they would be regarded as 
a luxury in his case; not so, however, in the case of a big 
zamindar. 

Sometimes things that we call comforts are found to have 
an even greater hold on people than necessaries. Many a 
labourer, for example, would stint himself in the matter 
of food rather than forgo his customary indulgence of 
tobacco, pan and betel-nut. 

7. Standard of living (or standard of comfort ). 
The aggregate of necessaries, comforts and luxuries to which 
a class of people have been accustomed, is spoken of as 
their ‘standard of living’. Wants when repeatedly satisfied 
over a sufficiently long period pass into habits, and the 
standard of life thus formed becomes characteristic of an 
individual and of the class to which he belongs. Different 
classes have different standards, and each class comes to 
look upon certain things as constituting the normal require- 
ments of its everyday life. Each class strives to attain its 
particular standard, and having attained it to keep it up 
and if possible to raise it. The standard of life is not 
rigidly fixed. It varies not only from nation to nation, 
from class to class, from individual to individual, but also 
from one period to another with the same individual or 
class or nation. Diverse forces, such as financial circum- 
stances, habit, education, imitation—deliberate or uninten- 
tional—and ambition, influence the standard of living. 
Thus the present standard of living in England is much 
higher than it was in the eighteenth century, and is higher 
than in India today. In order to maintain this standard 
of living the English workman may make organized demands 
for higher wages to meet higher costs, or he may increase 
his efficiency or restrict the size of his family. Thus the 
standard. of living exercises a far-reaching influence upon 
the worker and has a deep social and national significance. 

The standard of living in India is very low, especially in 
the rural areas. Though it is not possible to generalize 
owing to the great variety of standards of consumption, 
greatly influenced as they are in India not only by economic 
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conditions but also by religion and caste, there can be no 
two opinions regarding the general low standard of living. 
The food eaten by the average Indian is not only inade- 
quate, but it is poor in nutritious qualities. He is also 
badly clothed and housed, badly taught and doctored. He 
knows hardly any luxuries except the luxury of extravagant 
expenditure on a few occasions in his life—on marriages, 
pilgrimages, social feasts, etc. But during the greater part 
of his life the bulk of his income is absorbed by the bare 
necessaries of life. The ideas of people, especially of those 
living in towns, regarding the necessary minimum standard, 
are gradually changing under modern influences, and, the 
desire to raise the standard is slowly becoming effective. 
8. Engel's Law of Family Expenditure. It is of 
some interest to ascertain the proportion in which the 
different classes of society distribute their expenditure be- 
tween necessaries, comforts and luxuries. In this connexion, 
we may mention the generalization known as Engel’s Law. 
This law states that the smaller the income the larger the 
percentage of it spent on food and subsistence. Ernst Engel 
was a German statistician who lived about the middle of 
the nineteenth century; he studied a large number of family 
budgets (i.e. lists of items of the expenditure of families) 


of different classes of people in Saxony and laid down the 
following propositions: 


As the income of the family unit increases: 
(i) the proportion 


ç ion spent on food decreases; 
(ii) the proportion spent on clothing remains approxi- 
mately the same; 


(iii) the proportion spent on fuel, light and rent 
remains fairly constant; while 

(iv) The Proportion spent on what may be called the 
comforts of life, such as education, health and recreation, 
tends to increase. 

Thus the smaller the family income the greater the pro- 
portion of it absorbed by food and other elementary neces- 
sities (95 per cent in the case of the working class families 
studied by Engel); and the greater the family income, the 
higher the proportion spent on comforts and luxuries (15 per 
cent in the case of the well-to-do or rich families). 

The average income of the worker in India being very 
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small, a very high percentage of it is- spent on: food .and 
other necessaries, and this percentage decreases: with the 
increase in the size of the income. ; : er 

9. Demand. By demand we understand in ‘economics 
not mere desire but desire backed by the necessary purchas- 
ing power. A pauper’s desire for a Rolls-Royce motor car 
will not act as a stimulus to the production of these cars. 
In order that demand should not be confused with ‘mere 
desire the more explicit phrases ‘effective demand’ or 
‘efficient demand’ are often used. 

10. The Law of Demand. The Law of Demand is 
merely a corollary from the Law of Diminishing Utility, 
and it may be expressed as follows: When the price falls, 
demand expands; and when the price rises, demand con- 
tracts. The fall in price must correspond to diminished 
utility, which results from increase in quantity. The rise 
in price must correspond to increased utility, which results 
from decrease in quantity. i 3 

Another way of expressing the same idea is to say that 
a larger quantity can only be disposed of if the. price is 
lower, the decline in price measuring the diminution in 
utility; or a smaller quantity can be disposed :of at ‘a higher 
price, the rise in price measuring the increase in utility. ° 

The law of demand assumes that there is no change inthe 
income or tastes of the consumers. It also assumes that the 
position regarding substitutes for the commodity in, question 
remains the same as before. ig: 7s 

11. Demand Schedule and Demand Curve.’ If we 
put prices on one side and place against them the respec- 
tive quantities that can be sold at those prices, we get what 
is called a Demand Schedule. ey eer E 

In the following table, the influence of changes in price- on 
market demand has been studied. Such a table is known 
as the Demand Schedule. It may be drawn for an indivi- 
dual or for a particular class or for the whole market.: ‘The 
market or group demand schedule represents the net: ¢om- 
bined result of a number of individual demand: schedules 
and is more steady and dependable than the latter, ‘the 
individual peculiarities of different consumers being ‘largely 
cancelled one against the other in the aggregate demand 
schedule. We find in our schedule that as the price ‘falls, 
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demand increases; while as the price rises, demand falls. 
In the third column the influence of changes in price on 
the richest class in society is studied (say, 5 in every 100 of 
the population). It shows that at the highest price only 
this class would make any demand, and that as price falls 

_ there is no appreciable increase in the amount demanded. 
Thus the demand of the rich reacts far less readily than that 
of the group to price changes. 


Price per Ib Quantity demanded in | Quantity demanded by 
of Sugar the market ‘very rich’ men 
n.p. Ib. lb. 
100 50 50 
go 60 50 
80 75 52 
70 100 54 
60 150 56 
50 215 58 
40 300 60 
30 450 62 
20 700 63 


We may now proceed to draw what is called a demand 
curve based on the above demand schedule (see Fig. 2). 
Along the horizontal axis OX are marked quantities demand- 
ed, while on the perpendicular line OY are marked the 
various prices for pounds of sugar. If we have a number 
of such price quotations and the corresponding quantities 
demanded at those prices we shall be able to mark a number 
of points, by joining which we get our ‘Demand Curve 
(DD? in the diagram), showing a gradual and steady decline 
in prices accompanied by an increase in the quantity 
demanded. Thus as a result of the fall in prices from 
roovn.p. to 20 n.p. the quantity demanded increases from 
50’ to 700 lbs. The dotted line represents the inelastic 
demand on the part of the ‘very rich’. The same drop 
in price (namely from 100 to 20 n.p.) does not induce 
them to increase their purchases appreciably, the quantity 
demanded increasing only from 50 lb to 63 lb. This 
jhelastic demand is illustrated by DD? showing a sharp de- 
‘cline: : ; 

12. Elasticity of demand. Every commodity obeys 


ee 
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the Law of Demand as stated above, that is, its demand 
expands with a fall in price and contracts with a rise in 
price. But this variation of demand following on variation 
in price occurs more readily in the case of some commo- 
dities than in that of others. In the former case we say 
that demand is comparatively more elastic; and in the latter, 
comparatively less elastic, or inelastic. Elasticity of demand 
may be defined as the degree of response (in the form of 
variations in the quantity demanded) to changes in price. 
When a small decrease in price causes a considerable increase 
in the quantity demanded, (or a small increase in price 
causes a considerable decrease in the quantity demanded), 
the demand for that commodity is said to be elastic. When 
a considerable change in price is required to produce an 
appreciable change in quantity demanded, the demand for 
that commodity is said to be inelastic. Thus the demand 
for necessaries is inelastic since, whatever the price, people 
must have enough, and when they have had enough, they 
do not want very much more even if there is a considerable 
drop in price. If the demand for a necessary of life, e.g. 
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salt, is elastic, as it is in India, it is a sign of extreme poverty. 
People are so poor that even a small rise of price compels 
them to curtail their demand considerably. On the other 
hand, demand is elastic in the case of luxuries, because they 
are not urgently required; people can increase or decrease 
their consumption of them accordingly as prices fall or rise. 
Strictly, we ought to speak of demand being ‘relatively more 
elastic’ and ‘relatively less elastic’ rather than elastic and 
inelastic. For since every commodity is subject to the Law 
of Demand, the demand for no commodity can be said to 
be absolutely inelastic, in the sense that no change of price, 
however great, causes any change whatever in the quantity 
of it that is demanded. It is all a question of degree. 

13. The inter-relations between demands. Often 
the demand for one commodity is connected with the demand 
for another. There are two cases to be considered. 

(i) Joint demand—Things are said to be in joint demand 
when what is wanted to satisfy certain kinds of demand is 
not a single article but a combination of articles (e.g. ink 
and pen, golf clubs and golf balls, pipe and tobacco). 
Then again a demand for a finished commodity involves an 
indirect or derived demand for its factors of production. 
Thus the demand for bread involves a joint demand for 
land, seed, labour, agricultural implements, transport, etc. 

£ JOINT DEMAND 
Land Seed Labour 


Machinery Transport 


Tea 
Milk Su Leaves 


Bread feo 
Fic. 3.—Jornr DEMAND 
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(ii) Composite demand—Demand is said to be compo- 
site when a commodity is in demand for two or more 
different purposes or uses. Thus the demand for coal is 
compounded of the demands for it in households, in facto- 
Ties, in railways and in gasworks (see Fig. 4). Similarly, 
many raw materials like rubber, leather and steel can be put 
to different uses, and the demand for them is therefore 


composite. 
COMPOSITE DEMAND 


Coal 
Domestic Generation Of For Engines Gasworks 
Cooking Steam In Factories, On Railways 


Steamships Etc. 
Fig. 4.—Composite DEMAND 


SUMMARY 

Consumption is the end of all economic activity. Production 
being the means and consumption the end, production may be said 
to be subordinate to consumption. 

Human wants in general are insatiable. But cach single human 
want is satiable. Some wants are complementary. Many human 
wants are alternative, or competitive. 

The satiability of every single want is at the basis of the Law of 
Diminishing Utility—which states that, after a point, every addition 
to'the stock of any useful thing yields less and less satisfaction. 

Total utility means the aggregate utility derived from the con- 
sumption of the whole of a stock of similar goods. Marginal utility 
means the utility lost if one unit of the stock is lost, or—which 
comes to the same thing—it is the utility of the unit consumed 
last. The marginal unit, however, is not fixed unalterably. The 
utility of every unit considered as part of a given aggregate is the 
marginal utility. Value is the expression of marginal utility, 

Wants are classified into Necessaries, Comforts and Luxuries. 
Each of these terms is elastic as to what kind of consumption it 
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: : of 
is to include. The term ‘necessaries’ for example is capable 
Bea f iberal interpretation. 
igorous or a very liberal interp: i P 4 

k Confor? and ‘luxury’ are terms whose meaning will ghyeaey 
Baa accordance with the class in socicty to which a pers 

belong. 4 ’ r : 
aca aggregate of necessaries, luxuries and comforts to ee: any 
class of people has become accustomed is its standard of iome: 
It varies from individual to individual, class to class, and natio: 
to nation. It also varies from period to period for the same 


people. Desire to maintain one’s standard of life has far-reaching 
influences on efficiency and on the worker's reactions to any given 
wage policy. 


A study of the family budgets of different classes of society has 
given rise to the generalization known as Engeľs Law, which 
states that the smaller the family income, the larger the proportion 
of it spent on food and other clementary necessities of life; and 


the higher the family income, the greater the proportion of it 
spent on comforts and luxuries. 


- Demand in economics means desire supported by the purchasing 
power necessary to satisfy it—in other words, efficient or effective 
demand. > 

Law of Demand—When price falls, demand expands; when price 
rises, demand contracts, 

This law is a Corollary from the Law of Diminishing Utility. 

The relation of demand to changes in price can be shown either 
by means of a Demand Schedule or a Demand Curve. 

Elasticity of demand means the degree of change in quantity 
demanded in Tesponse to change in price. 


ge in price causes a big change in demand, 
elastic, 


iderable chan 
in demand 


one article in combination. Demand is said 
a commodity has more uses 


than one. 
QUESTIONS 
E Define consumption and show that it is the end of all 
economic activity, 


2. Discuss the main characteristi 
how they are of basic importance in 
8 State and discuss the Law 
illustrative diagram, Is the law 


cs of human wants and show 
the study of economics, 
of Diminishing Utility. Draw an 
subject to any exceptions? 
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Distinguish clearly between total utility and marginal utility. 
Indicate the relation between marginal utility and price. 
Distinguish between necessaries, comforts and luxuries. 
Make a list of necessaries for efficiency required by (i) a 
fem labourer and (ii) an urban worker in India. 

8. Analyse the concept of Standard of Living and show how 
it varies from time to time, class to class and country to country. 
9. Explain Engel’s Law of Family Expenditure and indicate its 
application to India. ‘ 

10. What is a family budget? What are the main items 
included in it? Give any typical budget you may have studied. 

11. What is meant by ‘demand’ in economics? Distinguish 
clearly between individial demand and market demand for a 


commodity. 
12. Explain the Law of Demand with the help of a market 


demand schedule. 
13. Distinguish between clastic and inclastic demand. Give 


illustrations. 
14. Explain the terms (i) Joint Demand, and (ii) Composite 


Demand. 
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f: sTegarded”as. productive. Production may be defined as the 


~~ creation or addition of utilities or values. By the exercise 


of. productive activity something that has exchange-value 
comes into existence. 

“In: the production of material wealth, there is of course 
no ‘question “of creating new matter. This is something 
which man cannot do. At the most he can rearrange and 
combine particles of matter and give them a form which 
has. a greater value for human purposes than they possessed 
before. Thus he puts together brick and mortar and gets 
a house;.or joins together pieces of wood and gets a piece 
of furniture. This type of production is described as the 
creation of form utilities. . 

Another type is the creation of place utilities. The 
trader’s function consists essentially in taking commodities 
from places where they are comparatively plentiful, and have 
therefore relatively small utility or value, to places where 
they are less abundant and have therefore greater value. 
The trader by his activity adds to the value of things and 
must therefore be considered a productive worker, 

Production may also consist in the creation of time utili- 
ties. The actual supply of commodities like. grain and 
fruit is limited to a certain period in the year, whereas the 
consumption of them is not so limited. Storing or preserv- 
ing these things and carrying them over from periods of 
plenty to periods of scarcity is undoubtedly an important 
form of wealth production. 

2. Productive and unproductive labour. Any labour 
which issues in the production of wealth (form, place and 
time utilities) is productive. Judged by this standard, not 
only is the labour devoted to agriculture and manufactures 
productive, but also the labour of those who are engaged 
in transport services and in ‘commerce (buying or selling 
utilities). So also is the labour of domestic servants and 
the professional classes useful to society. Labour which 
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fails in its purpose or which is purely predatory (e.g. the 
labour of burglars, swindlers and pirates) is unproductive. 
The test to apply is whether some want (whatever its charac- 
ter), that is actually experienced, is satisfied. 3 
3. Factors or agents of production. In developing 
our picture of the modern economic system we principally 
take into account the production of material wealth, which 
involves the co-operation of four factors or agents of pro- 
duction: Land, Labour, Capital and Organization. The 
four factors may in the last. analysis be reduced to only 
two, namely; Land (materials and powers of nature) and 
Labour. Capital is compounded of Land and Labour, and 
Organization is after all a kind of human labour. However, 
leaving aside the question of ultimate origin, there is suffi- 
cient difference in character between the four factors to 
justify our treating them separately. We proceed now to 
elucidate the nature and the functions of each of these 


factors. 


I. Lanp (NATURE) 


4. Meaning of Land. In economics we borrow many 
terms in common use but often attach special meanings to 
them. By ‘land’ we mean all the materials and powers of 
nature which man adapts for his own use and consumption. 
Besides ‘land’ in the ordinary sense of the term, we include 
such things as sunshine, rain, winds, waterfalls, water above 
as well as below the surface of the earth, the various 
minerals, electricity, magnetism and also the animals which 
man puts to economic uses—everything, in fact, which is 
given free by nature, and which man works on with his 
labour for producing wealth. ‘Land’ means all gifts of 
nature in the form in which they exist before man begins to 
work upon them. . 

5. Natural resources and their importance. The 
character of the natural resources of physical environment 
of a country has an important influence in determining the 
economic strength and prosperity of its people. No doubt, 
with the growth of scientific knowledge the mastery of man 
over nature is rapidly increasing. However, in the last 
resort, men must depend upon the materials and powers 
of nature, and the part of nature in determining the 


42 Elementary Economics 


economic destiny of man cannot be ignored. Nature is the 
very foundation of economic life. 

As already observed, the term ‘nature’ (Land) stands for 
the entire natural environment, and under environment we 
may include such things as (i) Contour, (ii) Geographical 
Location, (iii) Climate, (iv) Soil and Subsoil, and (v) 
Vegetable and Animal Resources.* 

(i) Contour.—This refers to the general physical features 
of a country such as the arrangement of land and water 
areas, the size and position of mountains and rivers, and the 
extent and altitude of the land divisions. The configura- 
tion or relief of the earth’s surface influences economic acti- 
vity in various ways. Thus according to contour we get 
either extensive plains giving us level sheets of land suitable 
for cultivation and facilitating communications (e.g. the 
Gangetic Plain in Northern India), or mountainous tracts 
(e.g. the Konkan) with small holdings and difficult commu- 
nications, or again a gradually undulating slope (e.g. the 
Deccan Plateau). 

(ii) Geographical Location—The geographical situation 
of a country has also an important bearing on its material 
prosperity, and its importance grows with the growth of 
international commerce. India occupies a highly favourable 
position as regards the rest of the world for purposes of 
international trade, standing as she does at the centre of the 
Eastern hemisphere. The situational factor may first be 
considered from the point of view of (a) maritime situation, 
as referring to proximity to sea, possession of suitable 
harbours and convenient location on the banks of 
rivers. This factor largely explains the rise of the Medi- 
terranean, the Atlantic and the Pacific civilizations. London, 
New York, Bombay, Calcutta, Karachi owe their present 
importance largely to their favourable maritime location. 
(b) Secondly, the inland situation of a place in a country 
covering extensive territory like India is equally significant, 
having regard to the great volume of internal trade. Cities 
like Kanpur have risen from their position of mere cross- 
toad villages because of their location on important railway 
junctions. (c) The industrial location and situation assume 
special importance with growing commercial and industrial 


cf. E. R. A. Seligman, Principles of Economics, pp. 37-48. 
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expansion. Proximity to raw materials, and cheap power. 
largely determine the localization of an industry; witness the 
rise of the cotton mill industry in Bombay, or of the iron 
and steel industry in the vicinity of the coal and iron fields 
in Bihar and Orissa. 

The disadvantages of physical location can be partially 
overcome by (a) improved methods of transport of men and 
goods, (b) transmission of power, especially electric power. 
which has greatly altered geographical values in recent years, 
and (c) the modern facilities for the communication of ideas 
through post, telegraph, telephone and wireless services 
which have contributed to making the world into one 
market. 

(iii) Climate.—Temperature, moisture, the direction and 
the force of winds, the healthiness or unhealthiness of the 
air—all these affect the arts of civilization, the character of 
the vegetable and animal products and the efficiency of 
human labour. Extreme heat (as in the Equatorial region) , 
and extreme cold (as in the Arctic regions) are both un- 
favourable to sustained and progressive economic activity. 
In tropical countries like India the lavish bounties of nature, 
and the enervating heat, ensure easy conditions of life for 
man on the one hand, and on the other encourage dullness 
and lethargy. A temperate climate as in western Europe is 
conducive to continuous progress. 

The rainfall (moisture) factor influences the growth of 
forests, the size and utility of rivers, the nature of vegetable 
and animal resources, etc. Thus the moist climate of 
Lancashire is favourable for the spinning of higher counts 
of yarn; Bombay enjoys a similar advantage, though in a 
smaller degree. Climate also affects the occupations of the 
people. The great influence of the monsoon currents on 
the national economy of an agricultural country like India 


is obvious. The monsoon may be said to make or mar the 


prosperity of the country. ! 

(iv) Soil and Subsoil.—The influence of soil conditions 
on agricultural productivity and vegetable resources is evi- 
dent. A rich soil will support a dense population, as in the 
case of the fertile alluvial soils of the Indo-Gangetic Plain. 
On the other hand, population will be sparse in rocky or 
inhospitable tracts of land poor in chemical ingredients, 


44 Elementary Economics 


which are either uncultivable wastes or at best only useful 
for sheep-farming or cattle-grazing. 

Under subsoil conditions, we may take note of such 
factors as the presence or absence of mineral wealth. The 
iron, steel, mineral oil, and coal-mining industries are most 
important for economic development, and that is why we 
call them ‘key industries’. England’s economic prosperity 
has been favoured by her fortunate Possession of coal and 
iron ore deposits occurring near each other. A survey of 
the mineral resources of India shows how India possesses a 
large range of mineral deposits and appears fitted to become 
an important industrial country. 

(v) Vegetable and Animal Resources—In a primarily 
vegetarian and agricultural country like India, the part 
played by the vegetable and animal resources can hardly be 
exaggerated. The supply of food, of raw materials, of 
animal power, of means of locomotion, etc., depends upon 
the effective exploitation of our vegetable resources, which 
include our main crops of rice, wheat, cotton, oilseeds, jute, 
etc., and of our animal resources, which consist of the cow, 
ox, buffalo, sheep, horse, camel, etc. 

6. Laws of Increasing, Constant and Diminishing 
Returns. In order to produce wealth we shave to make 
use of the different agents of production. If more wealth is 
desired, we can only secure it by using these agents more 
and more. But the relation between the effort put forward 
and the wealth created in response to that effort is not of 
an unvarying character. Sometimes an increase of effort 
may give us a more than proportionate increase of response. 
If, for instance, by doubling the effort we find we have 
more than doubled the produce, we say that the Law of 
Increasing Returns is in operation. When the response to 
increased effort does not change, that is, if the additional 
capital and labour gives us the same additional return as 
before, we say that the Law of Constant Returns is in ope- 
ration. If the result is less than proportionate, we should 
say that the Law of Diminishing Returns was in operation, 


The response from each one of the agents of production,. 


namely land, labour, capital and organization, „may exhibit 
at different times every one of the three varieties of (i) 
Increasing, (ii) Constant, or (iii) Diminishing Returns, 
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But a persistent demand on any one of these agents of pro- 
duction will eventually be met by diminishing returns. The 
Law of Diminishing Returns is therefore of fundamental 
importance. The operation of this law is best explained 
with reference to land, which shows its working in a more 
pronounced manner than any of the other factors of pro- 
duction. The following statement of the law as given by 
Marshall is for that reason made with special reference to 
land, though the law itself is really of universal application 
ie. it applies to all the four factors of production. K 

7. Marshall's statement of the Law of Diminishing 
Returns. ‘An increase in the capital and labour applied 
in the cultivation of land causes in general a less than pro- 
portionate increase in the amount of the produce raised, 
unless it happens to coincide with an improvement in the 
arts of agriculture.’ 

What is meant by this statement is not that the total 
return from the land diminishes,.but that the additional 
quantity received from the application of an extra. unit of 
capital and labour goes on diminishing progressively after a 
certain point. The law may also be stated as a Law of 
Increasing Cost. Up to a point every increase in the return 
from land may mean decreasing cost per unit. But this 
cannot go on indefinitely. A stage will be reached when 
the return will diminish and will ultimately even fall below 
the outlay as the cost per unit increases. Obviously a wise 
farmer will stop applying any further doses of labour and 
capital at the point where he finds that the additional yield 
from a particular dose just equals his expenditure. Lands 
are not all of the same quality, nor do they all enjoy the 
same advantages of climate location, etc. At first, of course, 
only the superior lands will be cultivated. But as the yield 
diminishes it may be more profitable to take up the inferior 
land for cultivation rather than lay out more and more 
capital and labour on the superior land. Thus, let us sup- 
pose there are three kinds of land available for cultivation, 
A, B and C. A is the best land, B comes after it in point 
of fertility, and C stands last being the least fertile of the 
three. The farmer would naturally cultivate land A first. 
Let us imagine that he applies successive ‘doses’ of capital 


1 A. Marshall, Principles of Economics, p.150. 
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and labour which cost him, say, Rs 50 each and that the 
crop he wishes to raise is wheat which is selling in the 
market at the rate of 4 seers to the rupee. The applica- 
tion of the first dose of capital and labour gives him 
500 seers. He spends another Rs. 50 and gets 450 seers, the 
third dose of Rs. 50 gives him 400 seers. Here he finds it 
worth while passing on to the cultivation of B, where his 
first outlay of Rs 50 yields 350 seers; then he prefers to go 
back to A where an investment of another Rs. 50 gives 
300 seers. After this he finds it profitable to turn to C 
which yields him 275 seers. The subsequent doses are in 
the following order: 


Cc 250 seers 
A 225, 
B 225 4, 
A 200 ,, 
B 200 ,, 
C 200 


The cultivation of each kind of land is in this manner 
pushed to a point beyond which it ceases to be profitable. 
In the above example, it pays to spend Rs 300 on A and 
Rs 150 each on B and C. An additional dose of Rs. 50 
will yield less than 200 seers on all these lands, A produce 
of 200 seers enables the farmer just to recover his cost of 
Rs 50 (e.g. 4th of a rupee per seer) at the current market 
price of 4 seers per rupee. Less than that will mean a loss 
to him. 

If the returns diminish in passing from one kind of land 
to another, this is the extensive aspect (corresponding to 
extensive cultivation) of the Law of Diminishing Returns. 
When the returns diminish as we apply more and more 
capital and labour to the same land, we talk of this as the 
intensive aspect (corresponding to the intensive cultivation) 
of the Law of Diminishing Returns. When more produce 
is needed, we obtain it partly by working old lands more 
intensively and partly by resorting to new lands, which at 
first we had ignored because of their relative inferiority. 
Thus, generally speaking, the Law of Diminishing Returns 
is found to be in operation in both of its aspects, extensive 
as well as intensive. 
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8. Qualifications and conditions. The Law of 
Diminishing Returns holds good only under certain conditions 
and is subject to certain qualifications. (i) In the first 
place, we must remember that in the earlier stages of culti- 
vation we may find increasing instead of diminishing returns. 
But after a while, increasing returns give place to diminish- 
ing returns. 

(ii) An increase in capital and labour causes a less than 
proportionate increase in the produce, ‘unless it happens to 
coincide with an improvement in the arts of agriculture’. 
The adoption of improvements (in implements, manures, 
organization etc.) may result in increasing returns. Yet, 
once the new methods are established, the same phenomenon 
of a progressive fall in output will ultimately show itself. 
The law assumes that any given methods of working the 
land remain unchanged. 

(iii) The law suggests that the order of cultivation is 
from the better to the worse lands. It does not, however, 
require that any current classification of soils as good or 
bad must never change. Land at first regarded as inferior 
may later appear as superior (owing to the discovery of 
new methods, the construction of new roads and railways, 
etc.). This, however, does not in any way invalidate the 
Law of Diminishing Returns, for which all that is neces- 
sary is that at any given time some lands should be better 
and more profitable to work than others. 

The argument showing how the Law of Diminishing 
Returns applies to land in the sense of building sites, mines, 
fisheries and other extractive industries, runs on lines similar 
to those just indicated with reference to agricultural land. 

In conclusion, we may observe that the operation of the 
Law of Diminishing Returns is unmistakable in extractive 
industries like agriculture where nature plays a predominant 
part. In the case of manufacturing industries where the 
part of man is predominant, the operation of the law may 
be suspended for a long time. To say, however, that in 
some cases it may be suspended for some time is not the 
same as saying that it does not operate at all. In fact 
the law is one of universal application and one of its more 
generalized statements is as follows: ‘If in a combination 
of factors one factor remains unchanged while the others 
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are increased, additional units of those factors will, after a 
certain point, yield a smaller return than the preceding ones. 


II. LABOUR 
The Human Factor in Economics 


9. Characteristics of labour. Nature and man are 
the primary factors of production. We have considered the 
part played by nature in production, and shall now consider 
labour, or the human factor in Economics. Labour is any 
human effort which has an aim and purpose outside of 
itself, and which contributes to wealth-production. The 
exertion may be mainly physical or muscular, or it may be 
mainly mental or nervous. It may be of a mechanical and 
routine character, or it may involve the exercise of the 
highest human faculties. 

Amidst all these variations, however, considered as an 


agent of production, labour must always possess two charac- 
teristics: (i) 


It must be undergone not for its own sake 
but primarily with a view to some reward outside of itself. 
The bodily exertion of an amateur gymnast, however strenu- 
ous it may be, is not labour in the economic sense. But 
if people have to pay for witnessing the gymnast’s feats, 
then it becomes labour. 

Some labour is essential and healthy for all normally 
constituted human beings, and under certain conditions it 
may be altogether pleasant to the labourer. But these are 
incidental advantages, and economic labour is put forth not 


in order to reap these advantages but for the remuneration 
attached to it. 


In any case, while some labour may be 
pleasant, a good deal is also unpleasant and involves heavy 
toil, and it would not be forthcoming without inducement 
in the shape of wages. 

Labour thus involves strain and sacrifice. This is, how- 
ever, how the labourer himself regards it, and it is there- 
fore called the subjective aspect of labour. 

(ii) The second characteristic of labour is that it must 
result in the creation of wealth, that is, something which 
has an exchange-value. Mere intention to create wealth is 
not enough. The intention must be successfully fulfilled. 

The consideration that labour must result in the creation 
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of wealth serves to call attention to the objective aspect of 
labour. The reward offered (by the employer) for work 
done will obviously be according to the results of labour 
(and not according to the painful feelings associated with 
it), in other words, will depend on the efficiency of labour. 
i0. Conditions of efficiency. The output of the 
worker will first depend upon the standard of his health. 
This in its turn will depend on his income and the manner 
in which he spends it. The poor standard of health of 
the worker in India is one cause of his low efficiency. The 
money spent on public health and sanitation by the public 
authorities is the soundest of national investments since it 
promotes efficiency of labour. A satisfactory system of 
education—general as well as technical—also serves the 
same purpose. The illiteracy and lack of technical educa- 
tion of the Indian worker impair his efficiency. The choice 
of occupation should be guided by temperament and natural 
aptitude, and misfits should be avoided as far as possible. 

The surroundings in which labourers are required to 
work should be healthy and as pleasant as possible. The 
wages should be high enough to enable the worker to obtain 
not only a sufficiency of the bare necessaries but also a 
few of the modest comforts and luxuries of life. The hours 
of labour should be limited so as to allow a margin of 
leisure for purposes of rest, recreation and self-improvement. 
The atmosphere in which the labourer lives and works must 
be one of hope, freedom and change. Labour must be 
contented if it is to be efficient. It must feel that it is 
getting a fair return for its sacrifice. 

Tt is difficult to say how far economic efficiency is a 
matter of race and heredity. It is said of certain races 
that they are incapable of the sustained effort necessary 
under present conditions of wealth production. In most 
cases, however, there are good grounds for holding that the 
existing deficiencies are not inherent and irremediable, but 


are capable of being removed by education and improve- 


ment of environment. 
Climate is another factor which has a bearing on effi- 


ciency. Extremes of heat and cold are unfavourable to 
efficiency. The highest efficiency is developed in regions 
with a temperate climate which enables a man to maintain 
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physical activity and vigour. The advance of modern science 
has however made it possible to overcome many of the dis- 
advantages of climate so that the differences in efficiency 
attributable to this factor are tending to be minimized, if not 
completely eliminated. 

11. Malthusian doctrine of population. Having 
considered the quality of a population, we shall now consider 
the quantitative aspect of the population of a country. The 
relation between the size of population and prosperity was 
first stated by Malthus in his famous Essay on Population 

1798). 

He asserted that population increases faster than the 
means of subsistence and that it would be brought down 
to the level of food-supply by the operation of positive 
checks, such as misery, wars, epidemics, poverty, vice and 
crime, unless man showed forethought, and exercised moral 
restraint (i.e. preventive checks) through late marriage and 
abstinence during married life. Malthus argued that popu- 
lation tends to increase in geometrical progression while 
food-supply increases in arithmetical progression. There is, 
however, no proof of this. We should now say that except 
in very rare cases and except for very short periods, every 
increase in population is followed by a less than propor- 
tionate increase of food-supply (or to put it more generally 
—of wealth). 

If a highly civilized people, already well advanced in 
knowledge and the arts of production, transplant themselves 


to some new and hitherto unexploited part of the globe, 
they may find that for 

population there is a m 
production. But unless 

knowledge and the arts 

increasin, 
fails to respond to 


increase of 34 millions, 
the whole population of 
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or Italy. The co-existence of high birth and death rates, 
the low standard of living, the absence of preventive checks 
especially in the vast rural areas of the country, all point 
to the pressure of the population on the limited wealth of 
the country. 

12. Qualifications of the Malthusian doctrine. Sub- 
ject to certain amendments, the Malthusian doctrine is 
generally accepted nowadays. But our propositions in this 
connexion are less dogmatic than they appear in Malthus’ 
treatment of the subject. Malthus’ mathematical formula 
expressing the ratios of increase of food and increase of 
numbers is now discredited. Also we no longer say that 
population, if unchecked, is always ahead of production. 
We say that this may very often be the case. It is con- 
ceivable that human ingenuity may provide means by which 
any given growth of population is more than offset by 
increase of wealth production. This may be said to have 
happened in England during the period of the Industrial 
Revolution. 

If we are not able to increase wealth in proportion to 
increase in population, the only way to prevent misery is 
deliberately to check numbers. Malthus approves of only 
one method of checking excessive growth of population, and 
that is moral restraint, i.e. the postponement of marriage. 
Modern opinion views this remedy as impracticable, un- 
necessary or even undesirable, and advocates recourse to neo- 
Malthusian methods of controlling births. There are good 
reasons for supposing that these methods are being largely 
followed in most of the civilized countries of the west, and 
their use (birth control) is being advocated with increasing 
insistence and emphasis even in a conservative country like 
India. Moreover, the advance in the standard of living and 
the progress made by education make men more and more 
capable of forethought and prudence and this has the effect 
of lowering the birth-rate. The solution of the population 
problem in India lies partly in further economic develop- 
ment of the country and partly in the adoption of preven- 
tive checks, The experience of England and the other 
advanced countries shows that, in the earlier phases of the 
industrial revolution, growing prosperity and a rising 
standard of life led to an accelerated increase in population. 
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In India also we may expect a similar development. But 
unless the succeeding phase of a decline in the growth of 
population also follows quickly, there is a danger of the 
country sliding back into a condition of growing poverty. 
Hence the importance of intensified birth-control propa- 
ganda. 

13. Factors determining density. The density of 
population (expressed usually in -terms of the number per 
square mile of territory) depends on the environment and 


and the stage of economic development. While natural 
conditions such as fertility, temperature, rainfall, and alti- 
tude have an important bearing on the density of the popu- 
lation, the human factor has come to’ exercise a decisive 


highest density of population, as for example the United 
Kingdom and Belgium, where the density is well above 
600 per square mile. 

Tn an agricultural country like India the density of popu- 
lation will largely depend upon the nature of the soil, its 
configuration, rainfall, and the character of the cultivation, 
Thus tracts most favourably situated develop the highest 
density, as in the case of West Bengal (775) and Bihar 
(577) with their vast stretches of level and rich soil 
and adequate rainfall. On the other hand, Bombay and 
Madhya Pradesh, which are less fortunate in these res- 
pects, ‘show comparatively low density (253 and 152 res- 
pectively) . 

One point that deserves emphasis in this connexion is 
that mere numbers Supported per square mile have small 
significance unless we also take into account the standard 
of comfort of the population in question. Thus, it would 
be misleading to infer from the density of Bengal, which is 
comparable to the density of England and Wales, . that 
Bengal is equally rich. It is well known that the standard 
of living in Bengal is much lower. The high density of 
Bengal is, therefore, to be regarded rather as an index of 
its poverty and economic backwardness 
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14. Occupational distribution.. About 70 per cent of 
the people of India obtain their livelihood from agriculture 
and allied occupations. Industries support about 12 per 
cent of the population, but the bulk of these are engaged 
in unorganized industries connected with the supply of per- 
sonal and household necessities and the simple implements 
of work. Organized industries occupy ‘only about 1.5 per 
cent of the people. Trade and transport absorb about 
8 per cent; and administration and protection of the coun- 
try about 1.5 per cent. These figures are sufficient to 
illustrate the usual statement that agriculture forms almost 
the sole occupation of the people of India, and stand in 
marked contrast with those for western countries. 

15. Towns and villages. The mass of the Indian 
people being agriculturists, it is natural that we should find 
a great predominance of villages over towns. A bare 
12 per cent of the Indian population are town-dwellers (a 
town being taken to mean a place inhabited by not less 
than 5,000 persons, or possessing some form of municipal 
self-government). ‘There are only about 2,600 towns as 
compared to nearly seven lakhs of villages. In England the 
proportion of the town-dwelling to the total population is 
80 per cent; in the United States, 56 per cent; in France, 
49 per cent; and in Germany, 46 per cent. 

The present excessively uneven distribution of the people 
between town and country, with only a negligible propor- 
tion living in towns, is an index of India’s general back- 
wardness. Civilization and progress have always originated 
in towns and radiated from them into the countryside. A 
greater development of modern industries would bring about 
an increase of the town population, and the country would 
progress more rapidly not only in an economic sense but 
also culturally. 

16. Economic aspects of the social and religious 
institutions. Social and religious institutions and ideals 
exercise a profound influence on economic activity, helping 
or hindering the economic progress of a people. The eco- 
nomic life of a country cannot be properly understood 
without studying its social and religious background. This 
is particularly true of a country like India where the various 
aspects of economic life have received their peculiar shape 
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and mould from the characteristic social institutions of the 
Be The caste system.—One of these institutions is the 
caste system. At one time perhaps the caste system could 
be defended as making for economic strength and efficiency, 
being based on the principle of division of labour. Also 
it worked well when there were only a few distinct occupa- 
tions, proficiency in which mainly depended upon manual 
dexterity, which could most conveniently be handed down 
from father to son. With the appearance of numerous 
occupations and with the advent of machinery, mere manual 
dexterity has become comparatively less important, and the 
caste system is now more a hindrance than a help. It tends 
to prevent a man from following his natural bent in select- 
ing his profession, and this is undesirable from the indivi- 
dual as well as the social point of view. Some castes are 
regarded as lower and some as higher. The occupations of 
the former tend to be looked down upon and this fosters 
an attitude of mind opposed to the principles that all honest 
labour is equally honourable, and that inferiority and supe- 
riority are not questions of birth but of innate ability which 
is not the monopoly of any particular caste. The caste 
system is a hindrance to the mobility of labour in gencral, 
but especially to vertical mobility (see 17 below). In its 
present form it is a source of social and political weakness, 
and the sooner it disappears the better it will be for the 
nation. Western education and culture should weaken the 
caste system. But there are other powerful influences—such 
as the scramble for political power—which seem at present 
to be emphasizing the caste differences, The absence of the 
caste system in western countries and the elastic character of 
social arrangements make for a freer choice of occupations, 


greater mobility of labour, and a more developed sense of 
the dignity of labour. 


(ii) The joint-family system.—The 
is another characteristic of Indian society. The joint family 
has indeed its good points. Every member of the family 
can depend on being looked after. Widows and orphans 
find a natural shelter in the family. In these circumstances 
the State is required to do less than in the west for those 
who are helpless. When a large number of people live 


joint-family system 
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together as they do in a joint family, there is a saving in 
household expenses. In many ways the joint family at its 
best fosters the virtues of self-discipline, sacrifice, obedience 
and reverence, But the great objection under modern con- 
ditions to the system is that it stifles individual initiative 
and encourages drones lacking in all sense of self-respect 
and responsibility. At present, owing to the fact that 
individuals have very often to leave the family fold in search 
of a livelihood and owing to the growing influence of 
western individualism, the joint-family system is gradually 
breaking up. 

(iii) Laws of inheritance and succession —The Indian 
laws regulating inheritance and succession present a great 
contrast to the English law. In India, landed property is 
distributed among a number of heirs. In England, owing 
to the system of primogeniture, land is concentrated in the 
hands of a few people. A wide diffusion of property and 
wealth appears to be more in consonance with ideas of social 
equity than its concentration. But in India the principle 
of equal distribution of wealth is seen to lead to such evils 
as the excessive subdivision and fragmentation of land. It 
is also commonly regarded as discouraging large-scale enter- 
prise by preventing the accumulation of capital in the hands 
of individuals. 

(iv) Religion and economics.—It is often suggested that 
our present economic backwardness is due to our other- 
worldly religion and the fatalistic outlook which it engenders. 
We are so much engrossed with the salvation of our soul 
after death that we neglect to make the best of our life on 
this planet. It can, however, be easily proved that Christian- 
ity also is other-worldly in the sense that Hinduism and 
Islam are other-worldly and yet it has not prevented the 
progress of the Christian nations in the arts of material 
civilization. We must further remember that in the past 
the Indian people have figured in history as great empire- 
builders, conquerors and colonizers. The products of the 
Indian craftsman had at one time world-wide fame and 
circulation. Turning to present-day conditions, some of the 
communities (like the Marwaris and Jains), which have 
taken the most active part in the new commercial and 
industrial life of the country and shown the greatest 
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enterprise, arc among the most cenedos ond the least 
touched by modern scepticism and free-thin ng. Pis 

The truth of the matter is that the economic motive is 
quite as powerful in India as in the west. The spirit of 
fatalistic resignation which is holding it in check is due to 
historical and political causes and has very little to do with 
the teachings of religion. AUR 

It is wrong to single out religion as a special influence 
in India making for apathy and indifference to material 
progress. Other influences such as political anarchy have 
played a far more important part in creating such an 
attitude. Calamities like famines, and diseases like malaria 
and hookworm, which lead to low vitality, must also be held 
largely responsible for the chronic apathy and pessimism of 
the people. Now that peace has been established and we 
are learning more and more how to control disasters like 
famines and to check the ravages of disease, a more hopeful 
outlook on life is becoming possible, Simultaneously the 
Process of re-interpretation of the old texts of the Hindus 
and Moslems, favouring energetic endeavour to effect 
economic betterment, is in evidence. 

17. Mobility of labour. The term ‘mobility of 
labour’ indicates the ease with which labour can flow from 


one place of occupation to another, while the term 
‘immobility of labour? 


ity of labour.—As Adam Smith 
has said, ‘Of all sorts of luggage man is the most difficult 
to be transported? He js by nature inclined to remain 
where he usually resides or where he is born. Fondness for 
home, reluctance to leave old associations, difficulties of 
language, etc., prevent free movement of labour from one 
place to another even when a man is thereby likely to 
improve his prospects. This is especially true in India 
where the caste system, the joint family and the village 
organization tend to make people reluctant to move from 


(ii) Horizontal mobility of labour.—Horizontal mobility 
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means mobility as ‘between one occupation or trade and 
another of the same kind. No change or very little change 
in the nature of the task is entailed, the grade of work 
remaining the same (e.g. a typist moving from a textile to 
a mining office). 

(ili) Vertical mobility of labour—This occurs as be- 
tween trades or occupations of different kinds belonging to 
different grades of labour (e.g. a clerk in an office becoming 
the office manager or a railway porter becoming a guard). 
This kind of mobility is more difficult to attain owing to 
the influence of hereditary occupations, social barriers, lack 
of ambition and of the necessary facilities to secure 
promotion. 

Lack of mobility of either kind prevents the best use being 
made of the available labour supply, causing unemployment 
and low wages in certain occupations. 


SUMMARY 


By ‘production’ we mean adding or creating values or utilities— 
form utilitics, place utilities or time utilities. The utilities created 
may be material or immaterial. Any labour which issucs in the 
production of ‘wealth’ is productive. Labour which is purely pre- 
datory is unproductive. 

In the production of material wealth the co-operation of (i) 
Land, (ii) Labour, (iii) Capital, and (iv) Organization is involved. 
These four are called Factors of Production or Agents of Production. 


I. Lanp (Nature) 


Land (Nature)—‘Land’ in economics has a much wider 
meaning than in ordinary language. It includes all the materials 
and powers which are freely given by nature and which man 
utilizes for wealth production. A country’s cconomic destiny 
depends, among other things, on whcther nature has been bountiful 
or niggardly, considerate or neglectful, in respect of contour, 
location, climate, soil and subsoil, vegetable and animal resources. 

The employment of additional doses of capital and labour may 
be attended with different results at different times. Sometimes the 
returns may be more than proportionate to the additional effort 
(Increasing Returns), and sometimes they may be just proportionate 
(Constant Returns). But eventually the returns will be less than 
proportionate (Diminishing Returns). The tendency of Diminishing 
Returns is of fundamental importance in production. It is com- 
monly stated thus with reference to land, to which it particularly 
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applics: ‘An- increase in the capital and labour applied n ae 
cultivation of land causes in general a less than proportionate 
increase in the amount of the produce raised, unless it happens 
to coincide with an improvement in the arts of agriculture.’ This 
result follows whether the increases of capital and labour are 
applied to the same land or to another plot which, being relatively 
inferior, was not at first taken up for cultivation. In 
case, we got the intensive aspect, and in the second case, the 
extensive aspect of the Law of Diminishing Returns. The law is 
subject to certain qualifications, and assumes that the arts of 
cultivation remain stationary, 

Other instances of ‘land’ are building sites, mines, 


fisheries, etc., 
and the law applies to them in much the same manner as to 
agricultural land. 


II. Lasour (Tue Human FACTOR IN Economics) 


Labour is any human effort undergone for the sake of wealth- 
production and resulting in wealth-production. It may be physical 
or mental or a mixture of both. Modern industry requires steady 
continuous labour which is felt to be irksome and which, therefore, 
would not be forthcoming without the inducement of wages. Labour 
can be viewed subjectively or objectively, 

The efficiency of the labourer depends upon several factors, such 
as his standard of health, his income, education, freedom of choice 
of occupation, contentment, race, heredity, climate, etc. 

According to Malthus, population always tends to outgrow the 
Means of subsistence, but the balance is established by the super- 
fluous population being cut off by wars, epidemics, etc. (positive 
checks). It is open to mankind, said Malthus, to practise moral 
restraint (preventive checks) and thus to escape much useless misery. 

The Malthusian theory has now been supplemented and improved 


in several directions, e.g. (i) by a recognition of the possibility 
of human inventiveness coping with increasing numbers without the 
Positive checks coming into action, and (ii) by recognizing the 
importance of public health measures and of economic welfare as 
checks on the growth of Population, and lastly (iii) by insistence 
on birth-control (neo-Malthusian) methods. 


Density of population (ie, number per sq. mile) depends on 
natural conditions and the manner in which men have learnt to 
use them. High density combined with high standard of living 
are characteristics of Western countries generally. Industry on the 
whole supports a higher density of population at a given standard 
of comfort than agriculture. In an agricultural country like India 
density varies from state to State according to divergent conditions 
In respect of config 


‘uration, fertility of the soil and rainfall. Mere 


the first 
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density affords no sure indication of the position as regards economic 
well-being. 

The occupational distribution of the Indian population is very 
uneven, nearly three-fourths of the people being dependent on agri- 
culture. As a corollary of this we find that only 12 per cent of the 
people live in towns and the rest in rural arcas. 

Social and religious institutions exercise an important influence 
on the economic life of a country. The caste system is a prominent 
feature of Indian society. It may have been useful at one time, 
but it is now an anachronism and a source of weakness. Western 
countries are at an advantage in this respect. 

A similar statement can be made about the joint-family system, 
which runs contrary to the spirit of modern times and which on 
the whole serves to weaken the incentive for cconomic effort. 

The Indian laws governing inheritance and succession make for 
a wide diffusion of wealth. On the other hand they lead to 
excessive subdivision of land and prevent large accumulations of 
capital. The law of primogeniture prevailing in England tends to 
produce the opposite effects. 

Indian spirituality and other-worldliness are often blamed as causes 
of India’s economic backwardness. This is, however, not altogether 
a correct view. If the principal religions of India are other- 
worldly, this is also truce of Christianity as professed by advanced 
western peoples. But western peoples are progressive whereas the 
Indians are comparatively apathetic and pessimistic. This difference 
in attitude is duc more to such factors as the troubled political 
past of India and the excessive liability to discases and visitations 
of nature, than to the influence of the dominant religions of India. 

By mobility of labour we understand the frecdom of its movement 
from (i) one locality to another (geographical mobility); (ii) one 
occupation to another (a) of a similar kind (horizontal mobility) 
or (b) of different kinds (vertical mobility). 


QUESTIONS 


1. Explain the meaning of production and distinguish between 
form utilities, place utilities and time utilities. 

2. Explain the distinction between productive and unproductive 
labour. Give illustrations. 

3. Indicate the various factors of production and show which of 
them should be regarded as the primary factors. 

4. Examine the influence of natural resources on the economic 
welfare of a country. Draw your illustrations from England and 
India. 

_ 5. State and examine the Law of Diminishing Returns and 
indicate the qualifications to which it is subject. 
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6. Define labour -and stress its fundamental characteristics. 

= Examine the several factors which affect the efficiency of: 
labour. 3 2 2 

8. Discuss the Malthusian theory of Population and indicate the 
modifications it needs to make 


it fit in with Present-day conditions. 
Give Indian examples. 


the Indian popu- 
y a small minority of the 
nomic effects of socia! 
tions with Special reference to India. 
12. How far js Indian spirituality (religion) to blame for the 
economic backwardness of India? . 
13. What is meant by mobility of 
explain the various forms of mobility of 1 


l and religious institu- 


labour? Distinguish and 
abour. 


Chapter VI 
PRODUCTION OF WEALTH (contnvurp) 
III. CAPITAL 


1. Definition. Capital has been defined as all wealth, 
other than land, intended for further production of wealth. 
Even in the earliest stages of human evolution capital makes 
its appearance. The crudest hunting implement made out 
of flint or stone is a form of capital. Time and energy 
have been spent by the savage in fashioning it instead of 
being spent in obtaining food. In modern society the forms 
of capital are very much more varied and complicated, but 
the principle involved is the same. Unless a community 
devotes a considerable proportion of its energy and resources 
to producing capital or ‘production goods’ instead of devot- 
ing itself to the production of immediately consumable goods 
(‘consumption goods’), it cannot reach more than a very 
primitive stage of material prosperity. 

2. The part played by capital. Production of wealth 
with the aid of capital has been called ‘the roundabout 
process’ of production. Bochm-Bawerk illustrates the ad- 
vantages of the roundabout process by the following 
example, A peasant requires drinking water. The spring 
is some distance from his house. He may go to the spring 
each time he is thirsty and drink out of his hollowed hand. 
But this is very inconvenient. Besides, he cannot collect and 
store any great quantity of water, such as he requires for 
various other purposes. But if he constructs an axe, fells a 
tree, hollows out pieces of wood and lays them end to end 
and thus constructs a channel which will bring water straight 
to his cottage, all his labour will have been more than repaid. 

A very much greater result is thus obtained by the round- 
about method, and many highly useful commodities cannot 
be produced except by the employment of elaborate round- 
about methods. 

Capital is required for (i) the provision of subsistence 
(wages) to the labourers engaged in the production of 
wealth, (ii) the purchase of plant and ‘tools, and (iii) the 
Provision of the raw materials of industry. i 
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3. Capital depends upon use and intention. Wealth 
becomes capital only when used for further production of 
wealth. For example, grain used as seed is capital. But if 
it is consumed as food, it is not capital. Again, a thing 
used in an identical manner may or may not be capital 
according to intention. Thus grain, if it is consumed by 
the landowner, is not capital. If, however, he uses it’ to 
feed his labourers as part of their wages, it is capital. 
Money can be regarded as capital only if employed for pur- 
chasing machinery and other instruments of production. If 
it is either hoarded or used for buying articles for immediate 
consumption, it is not capital. 

4. Three aspects of capital. Capital has three char- 
acteristics: (i) revenue-yielding capacity, (ii) productiveness, 
and (iii) prospectiveness. 

A shareholder in an industrial undertaking looks upon 
his investment as something that will bring him income. 
If he reflects upon the matter he will realize that the income 
he is expecting is duc to the productivity of capital. But 
productiveness is an attribute which capital shares with other 
factors of production. On the other hand, prospectiveness 
may be regarded as a quality peculiarly belonging to capital. 
By ‘prospectiveness’ we mean postponement of immediate 
consumption for consumption in the future, the sacrifice of 
present to future utility which is involved in the creation of 
capital. 

5. Principal classifications of capital. The following 
are some of the classifications: f 

(i) (a) Private or individual capital is all the stock-in- 
trade in the exclusive or partial ownership of the individual. 
(b) National capital is the aggregate of the capital owned 
by individual citizens and of the collective capital owned by 
the community or by a Government (e.g. national railways 
and telegraphs). } 

(ii) Fixed and circulating capital—(a) Capital which 
can be used only once and exhausts itself in one single use 
in the act of production is circulating capital (e.g. raw 
materials like coal, cotton, seed, manure). (b) exeaaca etal 
is that which serves ion segera amiar eee acts (e.g. 

achinery, the railway system). | 1 é 
Peed capital being more durable than circulating capital, 
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it follows that the return on circulating capital is immediate, 
while that on fixed capital is distant. The former must be 
replaced immediately, the latter at the end of a certain 
period. Fixed capital is of great advantage in production, 
and its growth in modern times is the most important cause 
of the remarkable advance in material welfare which 
civilized countries have achieved. 

(iii) Production (or trade) and Consumption capital.— 
Production capital consists of aids to production, such as 
machinery and materials, while consumption capital consists 
of things like food and clothing, which are consumed by the 
workers for the direct satisfaction of their wants while they 
are engaged in production. 

Shortage of capital is one of the handicaps, which, as in 
other undeveloped countries, hampers industrial development 
in India. The task of the Government, in this connexion, is 
to increase the volume of internal savings by maintaining 
monetary stability, by propaganda, multiplication of bank- 
ing institutions and to some extent also by schemes of com- 
pulsory savings. India places considerable reliance on the 
supply of capital from external sources and is endeavouring 
to provide a suitable atmosphere for attracting foreign 
capital from private sources as well as from foreign govern- 
ments and international institutions like the World Bank. 

6. Creation and growth of capital. (i) Creation of. 
capital—Capital is not an original factor of production. It 
is the joint product of labour and nature. The existence 
and the use of capital implies an earlier surplus of production 
over consumption made possible by postponement of present 
enjoyment and the desire to provide for the future. With 
the growth of intelligence and foresight, and with the 
increasing command of efficient tools, accumulation of capital 
was rendered easier, and as civilization progressed the stock 
of capital goods increased enormously, making consumption 
also much richer and more varied in the long run, But 
capital is also said to be the result „of saving which 
involves waiting or postponement of enjoyment. Savings 
are most conveniently held in the form of money and are 
commonly left with the Banks. The Banks lend them to 
the business community, which uses them for paying 
wages to workers, buying machinery, materials, etc, Thus 
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savings productively used result in the formation of capital. 

(ii) Growth of capital—The accumulation and growth 
of capital are dependent upon the capacity to save and the 
willingness to save. The former depends upon the margin 
between income and expenditure. This is small in poor 
countries like India. The willingness to save depends mainly 
upon the strength of family affection, which is often the 
chief motive for saving. Certain conditions, like security 
of life and property, and facilities for saving and investment 
in the shape of Savings Banks, must be fulfilled in order 
that the desire to save should obtain free play. During 
centuries of misrule and disorder in India the people have 
contracted the hoarding habit, though this is slowly breaking 
down now that life and property are comparatively secure. 
Banking facilities, though still far from adequate, are gradu- 
ally promoting the saving habit. The payment of interest 
on savings is an additional inducement to save. 

7. Mobility of capital. In general, capital can move 
more readily from place to place and country to country 
than labour can. It is impersonal and has no special attach- 
ment to any particular place. It has a tendency to seek the 
best investment it can secure anywhere, e.g. a large amount 
of British capital is invested in India and many other coun- 
tries. The movement of capital is not entirely free, especially 
as between one country and another. Lack of international 
security, liability to heavier taxation abroad, and the general 
bias in favour of home investment are the main impediments 
in the way of perfect mobility, 

An India, capital does not move sufficiently readily even 
within the country itself, either from place to place or from 
one line of investment to another. People generally prefer 
to invest their Savings in land, houses or money-lending, 
even if they do not lock them up in gold or silver ornaments. 
The inclination to invest in industrial enterprises is relatively 
weak. A gradual improvement is, however, going on, and 
Indian capital is now much less ‘shy’ than it used to be in 


the not-too-remote past. 
IV. ORGANIZATION or INDUSTRY 


8. The entrepreneur and his functions. We have 
already mentioned organization or business management as 
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the fourth factor of production. Even under simpler forms 
of economic activity (such as small-scale farming of his own 
land by the peasant proprietor, or weaving by an autono- 
mous artisan) some management, judgement. and ability 
are necessary for success. The need for such business ability 
and direction is particularly urgent when the various factors 
of production are owned by different persons and come from 
different places. 

In the modern business world, the task of organization, 
or directing production so as to secure the greatest possible 
return, is so complicated that the services of a specialized 
class of people—called by various names such as entre- 
preneurs, ‘undertakers’ or organizers—have come to be 
essential. The entrepreneurs adventure or undertake the 
risks of the business. They bring together capital and labour, 
arrange or engineer the general plan of the business, and 
superintend its minor details. They purchase all kinds 
of materials and supplies and run the risks of market 
fluctuations and changes in the tastes and fashions of 
consumers, 

In order to discharge all these functions properly, the 
entrepreneur must possess foresight, judgement, business 
shrewdness, ability to select the proper men and to inspire 
confidence among the deputies. He has been aptly called 
the ‘captain of industry’, and like a general in command of 
an army he must keep one eye on internal discipline and 
efficiency, and another on external strategy. A 

One of the obstacles to rapid industrialization in India is 
the paucity of entrepreneurs, fit and willing to undertake 
new ventures. Itis therefore necessary that the State, while 
taking educational and other measures to encourage the 
growth of private enterprise, should itself assume the func- 
tion of entrepreneurship in many cases. At the same time, 
the capacity of the State also, to start and run industrial 
enterprises being limited in various ways, India’s problem is 
to find the best possible combination of private and public 
entrepreneurship for maximizing the speed of industrialization. 

9. Joint-stock companies. The joint-stock organization 
is the typical form of business enterprise today and has made 
much progress since the Industrial Revolution, which ushered 
in large-scale production. In recent years, it has made 


66 Elementary Economics 

striking progress in India. The total number of joint-stock 
companies at work in India in 1933-4. was 10,350, fas com- 
pared with 3,062 in 1914-15. The joint-stock company is 
an association of shareholders who subscribe to its capital, 
which is divided up into fractions, usually of small value, 
called shares. The shares, which are transferable, carry with 
them limited liability—usually limited to the face value of 
the share—the right to a dividend or a share in the profits 
when sanctioned by the directors, and a voice in the manage- 
ment in proportion to the shares held. In this connexion, 
the terms ‘Nominal or Authorized Capital’, ‘Subscribed 
Capital’ and ‘Paid-up Capital’ may be explained. The 
authorized capital of a joint-stock company is the total 
nominal value of the shares authorized by the Memorandum 
of Association (which is a statement of the company’s powers 
and objects). The subscribed or issued capital is the nominal 
value of shares actually issued to or subscribed by share- 
holders. The paid-up capital is the total amount called up 
from the shareholders and paid into the coffers of the com- 
pany. Besides its share capital, a joint-stock company may 
horrow capital in the shape of Debentures, which are usually 
pledged against the properties of the company and bear a 
fixed rate of interest. The active management of the com- 
pany is entrusted to a Board of Directors elected at annual 
meetings of shareholders and to salaried managers. The 
joint-stock company enjoys the advan 

existence and may live for i 


or start a cotton mill or iron works. 
arge total capital into a number of 
mited liability, facilitates the utiliza- 
tion of small savings for investments. (iii) The facility of 
the risks widely and 
the most competent 
rprise. (iv) The cor- 
continuous existence, 
and can plan far ahead and for distant returns, 


The disadvantages of joint-stock enterprises—(i) In the 
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first place, the corporation is an inferior kind of association 
as compared to the partnership, since it is an impersonal 
association of a large and scattered body of shareholders 
unknown to each other. Adverse critics have said that it is 
merely an association of ‘money bags’ and that it leads to the 
evils of absentee capitalism, exploitation of workers and other 
abuses. (ii) The transferability of shares opens out danger- 
ous possibilities of ill-advised speculation or gambling in shares 
on the Stock Exchange either by ignorant laymen or un- 
scrupulous speculators. (iii) The promoters, directors and 
managers cannot be effectively controlled by shareholders. 

On the whole, however, the advantages of the joint-stock 
form of organization outweigh the disadvantages. We can- 
not; therefore, dispense with it under present conditions. 
Greater publicity, proper auditing of accounts, suitable mea- 
sures for increasing the responsibility of promoters and 
directors would minimize its disadvantages.” 

10. Forms and limits of division of labour. Division 
of labour is the central feature of modern economic life and 
has important effects on economic and social progress. It 
assumes broadly two forms: (i) Division of employments.—— 
In a rudimentary stage of economic development the wants 
of men are few and simple, and each man is sufficient unto 
himself and satisfies practically all his needs by his own per- 
sonal labour. But very soon, specialized occupations begin 
to appear. Each man, instead of being his own blacksmith, 
carpenter, barber, tailor, doctor and so on, devotes himself 
entirely to one or other of the different occupations, as under 
the Indian caste system. He offers his own services in ex- 
change for the services of others pursuing other occupations, 
and this is a far more satisfactory arrangement than every- 
body doing everything for himself. — 

(ii) Division of processes within an employment.—A 
further stage is for each employment to be split up into 
a number of processes. In his famous description of the 
industry of pinmaking, Adam Smith describes how, ‘One man 
draws out the wire, another straightens it, a third cuts it, a 


1 Besides joint-stock enterprises there are various other types of 
business enterprises, such as concerns managed by sole traders or 
proprietors, partnerships, businesses managed by the State (such as 
State Railways), and those organized on a co-operative basis. 
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fourth points it, a fifth grinds it at the top for receiving the 
head.’ He notes how, ‘The important business of making a 
pin is in this manner divided into about eighteen distinct 
operations, which in some manufactures are all performed 
by distinct hands.” The result of such specialization (which 
has advanced very much further than in Adam Smith’s days) 
is that the same number of workmen can, in a given time, 
turn out a vastly increased quantity of the product. 

Since division of labour results in a great expansion of 
production, it is obvious that it is limited by the extent of 
the market available, Division of labour is also limited by 
the nature of the employment. For example, there is only a 
limited Scope for it in agriculture, which does not lend itself 
readily to a great division of different operations. 

11. Advantages of division of labour. The advantages 
of division of labour may now be considered, (i) Labour 
becomes .more effective, because (a) the time of the work- 
man/is not lost in passing from-one process to another; also 
because (b) work can be assigned according to ability, the 
more skilful workmen doing the more difficult parts of the 


(ii) Industry gains in efficiency in other ways. (a) Costs 
are reduced because a smaller i 
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consumers owing to the general cheapening of goods. Again, 
because the subdivided processes are simpler, no prolonged 
period of training or apprenticeship is necessary for the 
ordinary workman. 

12. Disadvantages of division of labour. Those who 
talk of the disadvantages of division of labour have in mind 
not the differentiation of occupations (for this, they would 
agree, is a mark or necessary condition of progress), but the 
splitting up of each industry or occupation and the speciali- 
zation of workers in these little uninteresting segments. 

(i) Division of labour reduces the worker to an automa- 
ton, condemned to do work which is monotonous and 
mechanical in character. The monotony is no doubt 
generally exaggerated, and probably there is also a tendency 
to exaggerate the interesting character of the work of the 
average craftsman of the old type. However, it remains 
broadly true that, owing to division of labour, work becomes 
on the whole more monotonous and uninteresting. 

(ti) Another evil commonly stated as following from 
division of labour is that the workman, being overspecialized, 
is not able to take up any other work if there happens to 
be depression or unemployment in his own trade. Immo- 
bility of labour is increased, and so the problem of dealing 
with unemployment becomes more difficult. On the other 
side it is urged that the division of labour, by curtailing the 
period of apprenticeship and simplifying work, improves the 
mobility of labour, especially when the use of machinery is 
common to all industries. Operatives in a watch factory, for 
example, would find themselves at home among machinery 
used in the lighter metal trades. 

(iii) It is further argued that under division of labour, 
the worker loses his sense of responsibility. So far as this 
is true, however, it is not the effect of division of labour but 
of the fact that the worker has no proprietary interest in the 
business. a ATDA 

(iv) Division of labour divides society into more or less 
watertight compartments. Specialists tend to form their 
own groups with their own narrow attitudes and sectional 
sympathies, and are concerned with safeguarding their 
particular interests rather than the interests of the community 


as a whole. 
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13. Machinery: its advantages and disadvantages. 
We may now treat the issues raised by machinery at greater 
length. Since the Industrial Revolution in England in the 
latter half of the eighteenth century, we have been living 
more and more in an age of material invention and 
progress. Industry, transport and even agriculture are 
fast getting mechanized, transforming the social and 
economic order of society. In India also we are ex- 
periencing to some extent the changes brought about 
by the advent of the machine age. : ‘ 

Advantages of machinery.—(i) Machinery, since it 
enormously increases the productivity of labour, may be said 
to provide the basis for increased human welfare. (ii) It 
increases the demand for general intelligence, although it 
displaces purely manual skill or dexterity of the old type. 
(iii) It largely removes the barriers between different trades 
and promotes the mobility of labour, (iv) It relieves the 
strain on human muscles by performing very heavy tasks. 
(v) It lessens human drudgery by taking over monotonous 
tasks, such as copying, or folding of papers. ( vi) It makes 
possible the employment of workers of average strength and 
ability on work which formerly required exceptional skill or 
strength. (vii) It performs work much more regularly, 
quickly and accurately than would be otherwise possible. 
(viii) It excels both in the performance of exceedingly heavy 
tasks and exceptionally delicate ones. (ix) It promotes 
standardization of goods and the production of identical 
interchangeable parts and thus facilitates the use of machine- 


made-machines (e.g. tractors, pumps, or a motor-car 
engine). 
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the end, however, machinery creates more employment and 
absorbs the displaced labour. It reduces costs and makes 
things cheaper, and thus stimulates demand. The cheapness 
also increases the savings of the people and thus the supply 
of capital is enlarged. At the same time we must admit 
the hardships of the period of transition, when owing to 
the introduction of machinery, labourers find themselves 
without employment. It is necessary that society should find 
effective means of remedying the hardships incidental to 
change and progress. 

(ii) Machinery, it is argued, makes labour monotonous. 
As against this contention it may be pointed out that mono- 
tony and drudgery were not altogether absent from the old 
ways of working without complicated machinery. On the 
other hand, machinery offers the workers greater opportuni- 
ties of utilizing their leisure pleasantly and profitably. 

(iii) Machinery has adversely affected the skilled crafts- 
men, who under its regime have degenerated into semi-skilled 
machine operators. This is true so far as manual dexterity 
of the old type, as in the case of the Indian handicrafts, is 
concerned. 

(iv) It is also said that hand-made goods are superior to 
machine-made goods. This objection is, however, valid only 
in those cases where individual tastes have to be satisfied 
or artistic production is concerned. + 

(v) Finally, it is argued that machinery is responsible for 
the evils of modern industrialism and the capitalistic system, 
such as the exploitation of female and child labour, loss of 
the economic and social independence of the worker, and 
narrow specialization. 

As said above, however, many of these abuses are capable 
of being either prevented or remedied by appropriate social 
legislation. We cannot do without machinery and must use 
more machinery if we want to maintain our standard of liv- 
ing and the general advance of civilization. ed i 

14, Localization of industries. Like individuals, parti- 
cular localities are found to specialize in certain industries. 
This development may be influenced by (i) permanent and 
natural factors, such as availability of raw materials and 
cheap labour, transport facilities, nearness to markets, a 
suitable climate (e.g. a moist climate is advantageous for 
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sotton spinning), availability of capital and credit facilities ;1 
and (ii) accidental factors. A pioneer who starts a new 
industry happens to choose a particular locality, when he 
might just as. well have chosen some other. And when he 
succeeds, other people establish similar industries in the 
same place. ’ 
a When, for whatever reasons, an industry becomes localized 
in,a particular place it tends to stick there, partly because 
jt develops. certain special advantages denied to other local- 
ities, and partly by sheer force of Inertia, 
wi The advantages of localization may be summarized as 
follows: 

(i) Where a jarge number of establishments of the same 
type are concentrated, a number of subsidiary industries 
Spring up for supplying tools and accessories to the main 
‘Industry, doing the necessary repairs, or preparing the raw 
materials for it. 
» (i) Specialized means of tra: 


colleges at the same place, so it is a good thing for the 
Progress, of an industry that 
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_Disadvantages of localization of industry—The main 
disadvantage of localization is that the economic prosperity 
of the locality comes to be bound up too closely with the 
fortunes of the one main industry. If anything should go 
wrong with the principal industry, the whole district might 
be faced with starvation as there is no other work to fall 
back on. Thus, the prosperity of the city of Bombay 
depends largely on the prosperity of its cotton mill industry 
and when anything goes wrong with this particular industry, 
the city suffers greatly. A possible remedy lies in the estab- 
lishment of a variety of industries. 

15. Industries. Manufacturing industries may be divid- 
ed into two classes: (i) In the first place there are the 
organized industries carried on in workshops and factories. 
Here the scale of production is very large, huge amounts 
of labour and capital are employed, elaborate division of 
labour is introduced, and expensive plant and machinery 
are installed. The whole organization is controlled usually 
by joint-stock companies with limited liability, and the 
workers are employed under the wage system, i.e. they 
receive a fixed wage per day, week or month, but have no 
share in the profits of the enterprise, nor any voice in its 
management. This factory system was first introduced in 
England in the course of the Industrial Revolution. Its 
beginnings in India may be traced to the middle of the 
last century when the cotton mill industry and the jute 
mill industry were started in Bombay and Calcutta respec- 
tively. Since then iron and steel, cement, paper, glass and 
other industries have been established. (ii) In the second 
class fall cottage industries, which are usually carried on in 
the home of the worker. Here the scale of operations is 
small, division of labour simple, organization limited, and 
the supplies are intended largely for meeting local needs. 
The artisan manages his small workshop and retains the 
profits himself. Most of the industries in India belong to 
the second category. We shall now discuss the advantages 
of both these types of industries. 

16. Large-scale production: its advantages and 
drawbacks. Since the Industrial Revolution, the size of 
business units has tended to increase. Mass consumption has 
favoured large-scale production. Improved means of transport 
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and the widening of the size of the market have further 
facilitated the tendency towards large-scale production. 
Sometimes a number of large-scale concerns join hands and 
form industrial combinations such as the Standard Oil 
Company of New York or the Associated Cement Companies 
of India. Such combinations are known as ‘Trusts’ in the 
U.S.A. and as ‘Kartells’ in Germany. 

More and more capital and labour tend nowadays to be 
massed in individual business units, leading to an increase 
in their size or scale of operations, 

The following are the principal advantages of production 


employed with advantage. 
(ii) Considerable savings can be mad 
expenses, e.g. in the overhead or standing charges, called 
the ‘on-costs’ or ‘supplementary Costs’ of production. 
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Le ES ae of management and supervision are 
pi ced, and a point is reached beyond which further 
enlargement of the concern is not profitable. This is 
especially the case in agriculture, where the operations are 
spread over a large area. Lack of direct contact between 
the employer and the employed, and the tendency towards 
the formation of vast monopolistic combinations injurious 
to the consumer are some of the drawbacks of large-scale 
production. i 
17. Small-scale production (cottage industries). We 
may now discuss small-scale production or cottage industries 
which still persist even in industrially advanced cannes 
like the United Kingdom, the U.S.A., or Germany, and are 
certainly very important in a country like India where the 
workers in the various small and cottage industries are still 
ore numerous than those engaged in organized 
as the cotton and jute mills. 
goods produced are such that 
the employment of machinery and 
Proximity to the market and a more 
intimate knowledge of the consumer’s individual wants may 
further turn the scale in favour of the cottage worker. Thus 
some kinds of headwear, dhotis and saris made by the 
hand-loom weavers in India have not been displaced by 
modern factories. The same is the case with those engaged 
in making embroideries in Lucknow and Delhi and lace in 
Surat. The metal worker, the shoemaker, the confectioner 
and other craftsmen fall into the same category and are 
similarly protected. Sometimes the artisans successfully 
adapt themselves to new conditions and learn to use superior 
new materials and better tools. Thus in India the hand- 
loom weaver hgs taken to mill-yarn, the dyer to synthetic 
dyes, the blacksmith to iron rolled in convenient sections, 
and so on. In pointing out the limitations of large-scale 
production we have incidentally indicated the advantages of 


small-scale production. ' 
Small-scale production ensures personal interest and 
f the producer, attention to detail, 


supervision on the part ©. 
and direct personal contact between the employer and the 


workers. 


vastly m 
large-scale industries such 

In some cases the 
they do not admit of 
large-scale production. 
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Small-scale production of the old domestic industry type 
secures the economic independence of the workers and thus 
avoids the evils of industrial disharmony, 7 

18. Methods of aid to small and cottage indus- 
tries. The foregoing survey shows the national importance 
of preserving and stimulating small and cottage industries. 
The first step is to decide which of the old cottage indus- 
tries have a chance of prospering under present conditions 
and to consider whether any new industries could with 
advantage be started. The next step is to consider means 
to help the small artisan to establish himself firmly and 
securely. Suitable provision for manual training, as well as 
Instruction in crafts, is an obvious necessity. Special 
industrial schools like the weaving schools in Bombay 


receive proper 
rendered in the 
by giving the artisans 
to be popular. State 
d to the products of 
n of appropriate stores 


attention. Assistance could also be 
form of technical advice and 


y side with the small and 
bove, there is a need for 
idiary to agriculture in India. 
te of rural labour on account 
gticultural occupations, In the 
150 days to 270 days a year in 
rmer is Practically unemployed. 
ints out, ‘The only way in 


> a supplementary sourc > 
France, Germany and Italy,’ Dairy-farming and cattle- 


. Promising side occupations. The following 
es may also be mentioned: poultry-farming, 

gardening, hand-hulling, sericulture, 
mat-making, bamboo and cane-work, 
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rope-making, pottery. A careful selection based on intensive 
regional surveys is necessary. 

Hand-spinning as a possible rural industry in India has 
received a good deal of attention because of the controversy 
which has centred round the charkha and its association with 
Mahatma Gandhi, the great preacher of the gospel of 
khaddar. It is argued that hand-spinning is simple, easily 
learnt, and is capable of being taken up and put aside any 
time so as not to interfere with agriculture, the main 
occupation of the people. On the other hand, khaddar 
cannot always compete successfully with the cheaper mill- 
made cloth, which is also cooler and more attractive. How- 
ever, so long as the farmer is not and cannot be supplied 
with any other more remunerative supplementary industry 
hand-spinning offers him an easy method of supplementing 
his income to a small extent. 

The subject of rural industries has in recent years attracted 
much attention in India. The Report of the Planning 
Commission on the First Five-Year Plan proposes the esta- 
blishment of a special board consisting of experienced 
workers in the field of village industry and a few representa- 
tives of the Central Government. In India an All-India 
Handicrafts Board has been constituted to organize pro- 
grammes for the development of handicrafts and khadi and 
village industries respectively. A number of sub-committees 
have also been set up to advise the Board on different aspects 
of the development of khadi and village industries. Besides 
the All-India Khadi and Village Industries Board other 
bodies concerned with village and small-scale industries are 
(1) the All-India Handloom Board, (2) the All-India 
Handicrafts Board, (3) the Small-scale Industries Board, 
(4) the Central Silk Board and (5) the Coir Board. Some 
of the State Governments have drawn up the long-term plans 
for the development of co-operatives for the rehabilitation 
of the handloom industries. The Planning Commission pro- 
poses similar organizations for the States for working in 
collaboration with the Central Organizations. Among other 
the Planning Commission are: (a) 
extension of the reserved field of handloom industry and 
some other industries and (b) supply of raw materials to 


village industries at controlled prices. 


suggestions made by 
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A promising solution of the problem lies in promoting the 
establishment, in rural areas, of industries connected with 
the preparation of agricultural produce for consumption 
and export, such as cotton-ginning, decortication of ground- 
nuts, rice-milling and husking, and oil-pressing. In this 
connexion it may be pointed out that in contrast with the 
tendency towards localization of industry discussed in section 
14, another tendency towards dispersion or decentralization 
of industry has been in evidence in recent years in the rural 
areas. The heavy rents, higher wages and high costs in 
general in crowded urban centres of industry have favoured 
this tendency, which has received further stimulus owing to 
the practicability of supplying cheap electrical power over 


long distances, the vicinity of raw materials, and the develop- 
ment of up-country markets, 


In selecting suitable small industries for special encoura e- 
ment and in the matter of their location, a number of difficult 
questions are involved requiring thorough and impartial in- 
vestigation. One of the most important considerations is the 
possibility of an industry eventually being able to stand on its 
own feet. From the national point of view it is necessary 

sement to small industry does not 
result in discouraging large-scale industry and reducing the 
volume of over-all production, The social and other costs of 
particular changes in policy should be carefully weighed, as 
far as possible in concrete terms, and decisions should not 
be dominated by ideologies based on sentiment rather than 


_ 20. Agriculture. The agricultural 
i economic life of a 


agriculture, Consisting as 
Cotton, jute, and oilseeds, and food-stuffs like rice and 
wheat. 

„The following enumeratio; 


n will serve to bring out the 
wide range of India’s a 


gricultural production; and the 
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specialization of the different States in the various crops: 

(i) Food-grains—Rice in West Bengal, Bihar and Orissa, 
and to some extent in Madras and Bombay; wheat, in the 
north-west parts of India; millets, such as jowar and bajra, 
in Bombay and Madras; barley, in Uttar Pradesh and 
Bihar; ragi, in Madras, Uttar Pradesh and Bombay; maize, 
in Bihar, Orissa, Uttar Pradesh, and East Punjab; gram, in 
East Punjab, Uttar Pradesh, Bihar, Orissa and Madhya 
Pradesh. 

(ii) Herbs——Condiments and spices, in Madras, Bombay 
and West Bengal; sugarcane, all over India, especially in 
Uttar Pradesh; coffee, in Madras and Coorg; tea, in Assam 
and West Bengal. 

(iii) Sceds.—Oilseeds such as linseed, sesamum, rape and 
mustard, ground-nut, castor in Madras, Uttar Pradesh, 
Madhya Pradesh, Andhra Pradesh and Bombay. 

(iv) Fibres —Cotton, in Bombay, Berar, East Punjab and 
Madras; jute, in Weste Bengal. 

(v) Miscellaneous—O pium, in Uttar Pradesh; tobacco, in 
West Bengal, Bihar, Bombay and Madras; fodder crops, in 
East Punjab and Uttar Pradesh; cinchona, in southern India; 
india-rubber, in Assam and the Khasi Hills; and forest pro- 
ducts, throughout India. 

Agriculture is our most important industry. And yet it 
may be spoken of as one of our depressed industries in view 
of the low yield per acre, the small, scattered, uneconomic 
land holdings, the indebtedness of the peasant and defective 
marketing organization. Various measures have been intro- 
duced to remedy these defects. Extension of irrigation 
facilities, crop improvements effected through the Agricul- 
tural Departments, co-operative consolidation of holdings, 
regulation of money-lending, establishment of co-operative 
credit societies and land mortgage banks, marketing surveys, 
village uplift campaigns, all these indicate the principal 
attempts being made to improve the economic condition of 
the farmer and to place agriculture on a sound footing. 

21. Land tenures. One of the important questions 
that arise in connexion with agriculture is in relation to 
land tenure, ie. the manner in which land is held and 
cultivated. Three principal kinds of land tenure may be 
distinguished. (i) In the first place there is the Tenancy 
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or Zamindari system, under which the landlord leases the 
land for cultivation to tenant farmers, in return for cash rents 
fixed for short or long periods. This system prevails in Uttar 
Pradesh, West Bengal, Bihar and Orissa. It is 

means an ideal arrangement, and gives rise to various i 
such as neglect of land by the tenant and oppression of 


the tènant by unsympathetic agents employed by absentee 
landlords. Special measur 


the interests of small ten 
land. (i) Secondly there is the Peasant P. 


by no 


gal to a fault, and 
by constant subdivision the small land holdings tend to become 
In the third place there 
m under which the land- 
also some portion of the 


The produce is divided in 
an agreed proportion, usually half and half. i 


Recent Jand reform aims at the elimination of all inter- 


mediaries between the government and the actual cultivator 
so that the cultivator becomes the owner. 

22. Economies and limitations of large farms. We 
shall now discuss the economies and limitations of large 
farms or large-scale agriculture. These are similar to those 
of large-scale Production in manufacture. 7 j 

(i) A Jarge farm is better equipped with capital, which 
can also be borrowed on moderate terms. It encourages 
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expensive permanent improvements, such as enclosures, 
drainage, embankments, roads and farm-buildings. 

(ii) Division of labour can be carried further in the 
case of large farms than in the case of small farms. 

(iii) Large farms can employ expensive machinery and 
implements, which involve heavy outlay but help in keeping 
down farming costs. 

(iv) The crops being large, the costs of marketing them 
are relatively small. 

(v) Other advantages are that scientific systems of 
rotation of crops can be adopted, a due proportion can be 
maintained between arable and pasture lands, and agricul- 
tural experiments can be undertaken. 

Turning now to the limitations of large farms, increasing 
difficulties of supervision over a wide area set a limit to the 
increase in the size of farms. There is, again, not the same 
scope for division of labour as in manufactures owing’ to. 
the seasonal and intermittent nature of agriculture. Under 
a system of large agricultural estates, certain social evils’ 
generally appear, such as absentee landlordism, unequal 
distribution of property and wealth, and agrarian discontent. 

23. Advantages and drawbacks of small-scale 
farming. ; 

(i) Careful personal attention to land and its cultiva- 
tion is paid by the small cultivating farmer, who is intensely 
devoted to his land. f 

(ii) The great social advantage of small-scale farming. 
is that it implies a wide diffusion of landed property. 

(iii) The political advantages of a large class of peasant 
proprietors have been widely recognized. 

On the other hand, of course, the proverbial conservatism 
of small farmers, while it makes for political stability, may 
also sometimes act as a serious hindrance to progress. In 
the economic sphere, by the co-operative organization of 
agriculture it is possible for small farmers to command many 
of the advantages of large farms. A due balancing of the 
economic, social and political factors seems on the whole 
to point towards farms of moderate size co-operatively 
organized. 

24. The Law of Increasing Returns. The Laws of 
Returns have already been explained (ch. v, 6-8). But there 
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special stress was laid on the Law of Diminishing Returns 
as necessary in a discussion about Land. The subject 
now, however, is Organization of Industry. And in this 
connexion the emphasis is on the other two Laws, especially 
the Law of Increasing Returns. 

The Law of Increasing Returns is the exact counterpart of 
the Law of Diminishing Returns. Marshall states it thus: 
‘An increase of capital and labour leads generally to an 
improved organization, which increases the efficiency of the 
work of capital and labour.’ 

The Law of Increasing Returns may also be described as 
the Law of Diminishing Cost. Under certain conditions the 
Cost of production of successive increments of supply tends 
to fall with every increase of labour and capital applied to a 
business. Thus the cost diminishes, up to a certain point, as 
the size of the manufacturing establishment expands, and as 
more and more economies of large-scale production are realiz- 
ed. Thus if a motor-manufacturing concern is turning out, 
Say, 100 cars a day at a cost of Rs 10,000 per car, by doubling 
its output to 200 cars a day it would perhaps be able to 
reduce the cost to, say, Rs 8,000; for the various costs, 
especially the on-costs or supplementary costs, would not 
increase proportionately, and greater specialization and better 
division of labour could be introduced. The economies will 
go in increasing until at last a point of maximum return 
cr minimum cost is reached, say, when the output has been 
raised to 300 cars and the cost reduced to Rs 2,000 per car. 
Then the disadvantages of large-scale production would 
begin to tell,.and would make it worth while starting another 
motor factory rather than expanding the existing one. The 
same holds good of transport and commercial activities, 
banking and insurance and so on. If, however, the price of 
the Taw material, like wheat used in the wheat-milling 
industry, or wool used in manufacturing woollen cloth, is 
the principal factor in determining the price of the finished 
commodity, there is not much scope for increasing returns. 
An increase in demand for it, is likely to be followed by an 
increase in proportionate cost and therefore, an increase in 
price. Sometimes, however, the opposing tendencies of 
increasing and diminishing returns may just balance each 
other and give rise to constant returns. 
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In India, the principle, that ‘the land should belong to 
the tiller is likely to result in the multiplication of tiny 
peasant farms. This particular reform needs to be supple- 
mented by such measures as co-operative farming to ensure 
the optimum scale of operation. 


SUMMARY 
III. CAPITAL 


Capital includes all wealth—other than land—intended for further 
production of wealth. Production with the aid of capital has been 
called the ‘roundabout process’ of production. Wealth-production 
would be negligible and primitive without the help of capital. 
Capital should not be confounded with money. Money is capital 
only when turned into (i) instruments of production, (ii) wages, 
or (iii) raw materials—the supply of which constitutes the threefold 
function of capital. 

The same thing may be capital or not according to use or 
intention. 

Capital has three characteristics: (i) Revenue-yielding capacity, 
(ii) Productiveness, and (iii) Prospectiveness (reference to the 
future). 

Capital can be classified in different ways, e.g. (i) individual and 
national capital (ii) fixed and circulating capital, and (iii) pro- 
duction and consumption capital. 

Capital is the result of saving (i.c. waiting, or postponement of 
consumption), 

The following factors influence its growth: (i) margin between 
income and expenditure; (ii) habit of saving and family affection; 
(iii) security of life and property; (iv) banking and investment 
facilities; and (v) rate of interest. 

Capital is more mobile than labour, since it is impersonal in its 
character. Nevertheless, it does not move freely from one country 
to another and in India even its internal movement from one place 
to another and from one industry to another is restricted. 


IV. (ORGANIZATION or Inpustry 


The task of organization is undertaken today by a specialized 
class of people in modern industry, who are generally known as 
entrepreneurs. Their function is to plan the enterprise, bring to- 
Scther land, labour and capital in the most suitable proportions, 
and above all to take the risks of the business. 

The typical and dominant form of business enterprise is the joint- 
stock company, which has the great advantage that it makes possible 


® 


84 Elementary Economics 
modern large-scale enterprise requiring huge capital outlay. It 
is not, however, without serious drawbacks. 

One of the most important features of modern industrial organ- 
ization is the great development of division of labour, by which 
each kind of production tends to be split up into more and more 
separate processes. Division of labour is limited by the extent of 
the market and by the nature of the employment. 

The advantages of division of labour are many and obvious: (i) 
It increases the effectiveness of labour and tends to enhance wages. 
(ii) It reduces the cost of production and thus benefits the consumer 
through lower prices. (iii) It promotes invention. 

Its main disadvantages are: (i) It makes labour monotonous. 
(ii) It destroys the personal friendly relations between workman 
and employer. 

Machinery represents the mastery of man over nature and is a 
mark of progress. It enormously increases the productivity of human 
labour; takes over work that is purely mechanical and mono- 
tonous, leaving intelligent work to human beings; lessens human 
drudgery; relieves the strain on human muscles; increases mobility 
of human labour by increasing the demand for general intelligence 
rather than for specialized skill; widens the scope for employment; 
ensures accuracy, regularity, promptness and delicacy of work; and 
Promotes standardization of goods. Its sudden introduction may 
displace labour. In the end, however, by increasing wealth and 
capital it increases the demand for labour. 

Localization of industries refers to specialization on the part of 
localities. It may be described as territorial division of labour. It 
may be determined by natural or permanent Causes, or may be purely 
accidental. When an industry is concentrated in a locality, it 
comes to enjoy certain advantages due to the springing up of 
subsidiary industries, the congregation of skilled workers, and the 
possibility of rivals observing each other and learning from 
each other. 

The main disadvantage of localization is that the locality may 
suffer if its only industry declines for any reason. The remedy lies 
in the establishment of supplementary industries. 

Industries fall into two classes: (i) Large-scale, organized, or 
factory industries and (ii) Small-scale cottage industries. The latter 
type is still prominent in India, although industries of the modern type 
have come to be established from the middle of the nineteenth century. 

Large-scale production is the order of the day. Its principal 
advantages are a more elaborate division of labour; the possibility 
of employing highly-paid experts; up-to-date machinery and effective 
advertising methods; expensive research and experiments; utilization 
of by-products; saving in overhead expenses, and in buying and 
selling; benefit of cheapness to the consumer. 

e 
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After a point a large-scale enterprise becomes too cumbersome, 
difficult to manage and to supervise. The possibility of labour 
troubles is greater on account of the increase in the number of 
labourers to be dealt with. Lastly large-scale organization is apt 
to facilitate the formation of monopolistic combinations. 

Small-scale production or cottage industries have survived to this 
day even in industrially advanced countries, and are in the aggre- 
gate more important than large-scale industries in India. Their 
special advantages come from proximity to the market, knowledge 
of the consumer’s individual wants, personal interest and super- 
vision on the part of the producer, and a more direct touch between 
masters and workmen. In some cases, as in India, the artisans 
have found it possible to adapt themselves to modern conditions. 

Rural industries subsidiary to agriculture are urgently needed 
especially in India to enable the farmer to supplement his small 
income from land to keep himself occupied during the slack 
agricultural season. 

Agriculture is the principal national industry in India. India 
grows a variety of crops, such as rice, wheat, millets, gram, sugar, 
cotton, jute, and tea. 

There are three types of land tenure: 

(i) The Tenant (Zamindari) system. 

(ii) The Peasant Proprietary (Rayatwari) system, and 

(iii) The Metayer system. 

The advantages and disadvantages of large-scale and small-scale 
Production apply mutatis mutandis to agriculture also. The limit 
of extension of scale is, however, reached earlier in agriculture than 
in industry, not to speak of certain special social and political 
advantages attaching to a widely diffused ownership of land which 
in practice favours small-scale production. 

The Law of Increasing Returns requires special emphasis in 
connexion with manufacturing industries. The Law of Increasing 
Returns may also be called the Law of Diminishing Cost, because 
with every increase of capital and labour the cost of production 
per unit decreases up to a point. This tendency is more noticeable 
and lasts longer in industry than in agriculture and other extractive 
industries. But here also a limit is reached sooner or later, when 
instead of returns increasing they begin to diminish. In other 
words the costs begin to increase faster than the economies of 
large-scale production. 


QUESTIONS 


CAPITAL 


_ 1. Explain the concept of capital and the part played by capital 
in the modern organization of production. 
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2. Classify capital and indicate the utility of cach form. 

3. Explain the process of the formation of capital. i 

4. What is meant by saying that capital is the result of saving? 

5. Discuss the factors which influence the growth of capital in 
a country. Account for the shyness and slow growth of capital 
in India. 

6. Why is capital more mobile than labour? Discuss how far 
capital is mobile in India. 


ORGANIZATION or InpusTRY 


7. Explain the functions performed by the entrepreneur in 
modern business organization. 

8. Indicate the characteristic features of a joint-stock company. 
What are its strong and weak points? 

9. Describe the various forms which division of labour assumes 
and show how it is limited by the size of the market. 


to. What are the benefits of division of labour? Indicate also 
its defects. 


11, Examine the contribution made 
and social progress. 

12. Discuss the effects of machinery from the point of view of 
the working classes, 

13. Examine the factors which bring about localization of 
industry. Give illustrations from any two leading industries in India, 

14. Discuss the advantages and drawbacks of localization of 
industry. 

- 15. Discuss the principal advantages and limitations of large- 
scale production. 

16. Account for the survival of small-scale production (cottage 
industries), with special reference to conditions in India. 

17, Indicate the main advantages and drawbacks of small and 
cottage industries, and explain the methods of extending suitable 
help to them. 

18. Discuss the need for establishing rural industries in India 
and account for the migration of industry from urban to rural 
areas, i 

19. Why is agriculture regarded as the key industry, especially 
in India? h : 

20. Discuss the main kinds of land tenure and indicate their 
merits and drawbacks. 

21. Examine the economies and limitations of large ja i 

22. What are the advantages and drawbacks of small-sca i 
farming, and how can the latter be remedied? Why are smal 
farms better suited to India? s 

23. Give a clear exposition of the Law of Increasing Returns. 


by machinery to economic 


Chapter VII 
VALUE AND EXCHANGE 


1. Importance of exchange and its benefits. In 
the early epochs of civilization, members of a self-sufficing 
tribal group or of a family met their wants by their own 
direct efforts. But as these groups expanded and the contacts 
between them multiplied, the need for exchange became 
wider and more frequent. Under modern conditions, we 
have an elaborate system of division of labour and we mostly 
live by the exchange of our services and products for those 
of others. Production being mostly for exchange (sale), and 
rarely for the producer’s own use, we must look upon wealth 
from the point of view of exchange. The advantages of 
exchange are mainly those of division of labour. The possi- 
bility of exchange enables nations and individuals to specialize 
in those tasks for which they have the greatest aptitude or 
natural advantages. This makes for economy of effort and 
provides conditions favourable to the material prosperity 
of all. The conception of exchange gives rise to that of 
value and price, that is, the ratio at which exchanges 
take place. 

2. How and why exchange takes place. As Jevons 
puts it, ‘exchange is the barter of the comparatively super- ` 
fluous for the comparatively necessary’. People sometimes 
argue as if one of the parties to every exchange must neces- 
sarily lose. This view is, however, incorrect. A sounder 
idea is conveyed by the common statement that ‘exchange 
is no robbery’, which suggests that both parties gain. Each 
party is satisfied that what he receives in exchange is more 
valuable to him than what he has to part with. Suppose 
a farmer exchanges his surplus grain for the surplus cloth 
of a weaver. It is clear that the farmer values the cloth 
as much as, if not more than, his grain; and that the 
weaver gvalues the grain at least as much as, and possibly 
more than, his cloth. The farmer sells his surplus grain 
for money, and with this he purchases cloth and other 
requirements. Here we say that the utility of cloth to our 
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farmer is not less than that of the money given.1 : 
3. What is a market? The term ‘market’ in 
Economics does not necessarily refer to a particular and 
definite locality. The essential idea of a market is not so 
much some particular place (because as we shall see presently 
“some markets are world-wide), as the presence of effective 
competition. What is implied is that buyers and sellers are 
in such intimate contact that the price of the commodity 
tends to be uniform throughout the extent of the market. 
_ There are different kinds of markets: (i) markets for com- 
modities like wheat, sugar, coffee, copper, oils, called the 
Produce Exchanges; (ii) markets for invested capital, stocks 
and shares, called the Stock Exchanges, and (iii) markets 
for the precious metals, that is gold and silver, called the 
Bullion Exchanges. In each case there are wholesale and 
retail markets. In the former, big merchants purchase large 
quantities of a commodity from the producers, In retail 
‘markets, small quantities are bought and sold. 
4, Conditions determining size of a market. The 
extent or size of a market depends on the following factors: 
(i) Means of communication—In these modern days 
the telegraph, the telephone and the wireless enable vast 
bodies of sellers and buyers to be in instant communication 
with one another, though they may be separated in space 
by enormous distances. Under these conditions, it is easy 
to see how in respect of cotton, for example, such widely 
separated places as Bombay, Liverpool and New York, con- 
stitute one market, and prices at all these centres tend to 
be the same at any given time. 
| (ii) The portability of goods dealt with—Even if I 
Know that I can sell my cotton better at Liverpool than at 
Bombay, this knowledge will be useless to me unless I am 
in a position to transfer my cotton rapidly and without too 
much expense to Liverpool. Easy portability is thus an 
essential condition for the establishment of a wide market. 
(iii) Cognizability (or the ease with which a thing can 
be recognized). —So far as this matter is concerned, first- 
class securities and the precious metals enjoy an exceptional 
advantage. Although the buyer may not be on the spot he 
-1 In the next cha 


pter we shall explain the mechanism of exchange, 
first by barter, later by money. 
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knows exactly what he is buying. The expedient of grading 
and sampling has latterly improved the conditions for such 
articles as wheat, cotton, pig-iron etc. A sample may be 
sent (that is, if the commodity is homogeneous), or the 
commodity may have been classified into a number of grades 
so that everyone knows, for example, that Grade A stands 
for such and such a quality, Grade B stands for such and 
such another, and so on, and a bargain may be struck without 
the buyer actually being on the spot to inspect the commo- 
dity. 

tiv) There must be a large and steady demand for the 
commodity. Otherwise it will not have a wide and well- 
organized market. 

(v) The commodity must be reasonably durable, that 
is, it must not go bad like butter or fruit (unless properly 
tinned or preserved) in the process of transfer. 

In proportion as these conditions are fulfilled, commodities 
will have wide and highly organized markets instead of small 
and restricted markets. 

5. The problem of value. Value always depends 
upon the interaction of supply and demand. In this con- 
nexion, we often mect with false or inaccurate statements; 
for instance, the statement that value depends on cost of 
production only. This is at once disproved by pointing out 
that much money may be spent in making an article and 
yet people will not pay anything for it if they have no use 
for it. Again, let us suppose that the cost of production 
of an article A is twice as great as that of another article 
B. It may also happen that the price of A is for some time 
twice that of B. Nevertheless, there is no guarantee that 
this proportionate relation of prices will always be maintained. 
It is a matter of common experience that relative prices of 
commodities are constantly changing without any corre- 


“sponding change in their cost of production. This happens 


because conditions of demand keep changing. For instance, 
if an illiterate community becomes literate its demand for 
books will rise, and the price of paper may therefore be 
higher. 

Similarly, the phenomenon of value cannot arise unless 
there is the supply side as well as the demand side. The 
plain commonsense meaning of this statement is that unless 
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it costs something to make a commodity it will not bear a 
price, however much it may be desired by people. } 

Marshall compares the phenomenon of value with the 
phenomenon of cutting by means of a, pair of scissors. The 
process of cutting requires the lower blade as well as the 
upper; both of them may not always be equally active but 
both must operate. Similarly, the phenomenon of value 
cannot manifest itself unless the supply side as well as the 
demand side is present; although supply may exercise a larger 
determining influence under one set of circumstances, while 
demand may be the more important factor under another 
set of circumstances, 
6. The marginal theory of value. Modern economic 
analysis has drawn pointed attention to the behaviour of 
both supply and demand at the margin. Instead of simply 
Saying that value depends on supply and demand, it is more 
accurate to say that it depends on marginal supply and 
marginal demand. As we know, the supply of any com- 
modity in a market is contributed not by one producer but 
by several, and the cost of production varies from producer 
to producer. But the price demanded in the market does 
not vary from producer to producer. We have seen that in 
the same market there cannot be more than one price for 
the same commodity. This uniform price must be such as 
to satisfy all producers. If, however, it satisfies the man 
whose cost of production is the highest or the man who is 
least anxious to sell, that is, the marginal producer, it must 
necessarily satisfy the other producers. From the side of 
supply then the price is fixed by the marginal supply (that 
is, the supply of the marginal producer). 

imilarly, among the consumers of a commodity, there are 
some who are more anxious to purchase it and are willing 
to pay or can afford to pay more than others, But, unless 
the more anxious as well as the less anxious consumers 
purchase the commodity, the whole of a given aggregate 
quantity will not be sold. In order that it should be sold, 
the uniform price must be such as to suit the least anxious 
among the purchasers, i.e., the marginal consumers. From 
the side of demand, therefore, the price is fixed by marginal 
demand. Thus the actual price must be such that it repre- 
sents both the marginal supply and the marginal demand. 
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Let us suppose that 300 units of a certain commodity 
are required, and that the amount can be made up only if, 
say, three suppliers A, B, C, can be induced to bring in their 
supplies. Suppose for simplicity’s sake that each of them 
supplies 100 units. The cost of production? per unit of the 
commodity is as follows: 


For A cutee Ski Rs 5 
For B m A Rs 6 
For C ve ne Rs 7 


C is here the marginal supplier who is ‘least willing to sell’, 
in the sense that he will ask for a higher price (namely, 
Rs 7) than A or B. Under these circumstances the one 
uniform price which will satisfy all suppliers will be not less 
than Rs 7. Therefore, we say that from the side of supply 
the price is fixed with reference to marginal supply. 

As regards the consumers, let us suppose the aggregate of 
300 units can be disposed of only if D, E, F, all offer to buy 
it. Since their circumstances are not the same, the price 
at which each will consider it worth his while purchasing 
the commodity will be different. 

D is prepared to pay Rs 11 per unit and buy 100 units 
at that price. 

E is prepared to pay Rs 10 per unit and buy 100 units 
at that price. 

F (marginal consumer) is prepared to pay Rs 7 per unit 
and buy 100 units at that price. 

The one uniform price which will suit all the three pur- 
chasers will be the one that is low enough to induce the least 
anxious of the consumers to purchase, that is, Rs 7. Since 
D and E are prepared to pay Rs 11 and Rs 10 they will of 
course buy all the more readily if the actual price happens 
to be lower. Thus for the given amount of a commodity, 
namely 300 units, which changes hands, the price must be 
such as to satisfy the least anxious producer whose contribu- 
tion is necessary to make up the total, and it must at the 
same time be such as to attract the least anxious among the 
purchasers who must come in if the whole of the commodity 
is to be bought. In our example, Rs 7 is this price. This 
price is calculated to give satisfaction to the greatest number 


1See 10 below. 
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of buyers and sellers. It will satisfy six people, namely, 4, 
B, C, D, E and F. The price of Rs 5 will satisfy only four, 
namely, A among the sellers, and D, E and F among the 
buyers. The price of Rs 6 will satisfy five people, namely, 
A,B, D,E and F. The price of Rs 11 suits only four, namely, 
A, B, C and D and Rs 10 suits only five, A, B, C, D and E. 

7. Market valueand normal value In the above 
section we have given a general outline of the theory of 
value. Now we proceed to consider some important details 
of it. The proposition that value depends upon (marginal) 
supply and (marginal) demand, we shall find, varies as to 
its interpretation according to the period we are considering. 
This leads us to the famous distinction between Market 
Value and Normal Value. 

Market value is the current price of a commodity, i.e. its 
price at any moment, and may be regarded as the temporary 
equilibrium price (balancing temporary demand and sup- 
ply). On the other hand, the normal value of a commodity 
is the price which economic forces will bring about in the 
long run and may be regarded as the normal (long-period) 
or permanent equilibrium price (balancing normal demand 
and supply). We shall discuss the two cases separately. 

8. The equilibrium of demand and supply in the 
case of market value. A diagram such as Fig. 5 is com- 
monly used to illustrate how market price is determined. 

In the figure (p. 93) quantities are measured along the 
line OX and prices along OY. SS! is the supply curve. It 
slopes upwards, showing that large supplies are attracted as 
prices rise, thus inducing the less anxious among the sellers 
to bring in their supplies. DD! is the demand curve. It 
slopes downwards, showing that larger quantities will be 
demanded as prices fall, thus inducing the less anxious 
among the purchasers to buy. AH is the only price 
which will reconcile the opposite points of view of the 
suppliers and the purchasers. At that price the quantity 
offered for sale coincides with the quantity which purchasers 
are willing to take. AH is the equilibrium price, so called 
because, once established, it is not likely to be disturbed. 
Any other price is unstable or likely to be disturbed. For 
example, take a higher price, namely, AtH?. At this price 
OC is supplied but only OH! is demanded. That is, sellers 
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are more anxious to sell while buyers are less anxious to buy. 
So prices will come down until again the stable price AH is 
reached. Similarly, any price lower than AH is unstable. 
For instance, at price EF only OF is supplied, while OK is 


Y 


s 


Price 


o F oH HK c -X 
Quantity Supplied Or Demanded 
Fig. 5.—DracramMatic REPRESENTATION OF HOW Market VALUE 


1s DETERMINED BY THE BALANCING OF DEMAND AND SUPPLY 


demanded. That is, buyers are more anxious tò buy and 
sellers less anxious to sell. Therefore the prices will rise 
until AH is reached again. The principal thing to be re- 
membered in the case of market value is that here supply 
means supply in hand or in sight, i.e. stocks already on offer 
in the market including any changes in them that could 
possibly be effected almost at once. The fact that the 
quantity actually available at any given time has to be 
taken as unchangeable for the time being has important con- 
sequences. For instance, supposing that for some reason 
demand for the commodity in question rises (that is, people 
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are prepared to pay a higher price for the same quantity or 
to purchase larger quantities at the same price), what will 
be the immediate effect of this? We can confidently answer 
this question by saying that the immediate effect will be a 
rise in price. This is how market value is affected. 

9. The equilibrium of demand and supply in the 
case of normal value. But the question as to what will be 
the effect of this in the long run, or in other words, how 
normal value will be affected, cannot be answered so briefly 
or so confidently. The higher demand and higher price, if 
they persist for any length of time, will influence the supply. 
r price more capital will flow into the 
industry, existing establishments will be enlarged and new 
establishments will appear. Supply, though it cannot be 
increased immediately will thus eventually be increased. We 
cannot say offhand what will be the effect on price of this 
increased supply, because that will depend on the conditions 
governing the production of the commodity and its cost of 
Production. If the Law of Diminishing Returns is in 
Operation, the rise in Price (which, as we saw, must occur 
immediately if demand is keener) will be permanent. If 
the Law of Constant Returns is in operation, there will be 
no change in price. Only more will be sold at the same 
price. But if the Law of Increasing Returns is in operation, 
this means that with the increased scale of production the 
cost of production per unit will go down, and therefore the 
price also will be lower. So the long-term effect of the 
increase of demand may be (i) a higher, (ii) the same, or 


(iii) a lower price 


be offered for sale. But, 
and labour and the cy 


have their effect, and supply in the market will fall off. 
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Whether the final effect of this fall-off will be a higher or 
lower or the same price will again depend on which of the 
three Laws of Production is in operation. Assuming dimi- 
nishing returns, a smaller supply will mean a lower price. 
With increasing returns, a smaller supply will raise the cost 
of production and therefore the price. With constant returns, 
the price will remain the same; but the quantity sold will 
be less. 

10. Cost of production in relation to value. Because 
generally speaking supply cannot be adjusted at once in 
response to changes in demand, we say that for market 
value demand is more influential than supply, i.e. the mar- 
ginal utility to consumers of the available supplies mainly 
governs value. That is, price may for a time be out of 
proportion to cost of production. With normal value a suffi- 
ciently long time is assumed for economic forces to work 
themselves out and fully adjust the supply to a given change 
in demand, and therefore we say that here supply is more 
influential than demand. As already explained, price must 
in the long run correspond to the (marginal) cost of produc- 
tion. Cost of production ordinarily means the money cost 
or expenses of production, and these can be divided into two 
classes: (i) prime or direct costs which refer to such items 
as vary in direct proportion to the output (e.g. the amount 
of the raw materials consumed, the labour power required 
and the wear and tear of the machinery involved) and (ii) 
Supplementary or on-costs which include those standing 
charges on account of durable plant, salaries of senior 
employees and other establishment charges which must be 
incurred whatever the output. These two elements together 
make up the total cost of a commodity, and prices in the 
long run must cover this total cost. It will thus be realized 
that the time element plays a very important part in the 
theory of value and that on it is based the distinction between 
market value and normal value. 


SUMMARY 


Economic progress requires specialization or division of labour 
and this in turn necessitates exchange. The phenomenon of 
exchange gives rise to the central problem in economics, namely 
the problem of value. 
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Voluntary exchange among normally intelligent men must result 
in gain for both parties to the exchange. T A 

The essential idea of a market is not some definite locality where 
things are offered for sale, but the presence of effective competition 
leading to uniformity of price throughout the extent of the market. 

The following conditions arc favourable to the development of 
wide markets: (i) Effective means of communications, (ii) Porta- 
bility, (iii) Easy cognizability (through grading, sampling, etc.), 
(iv) Durability of the goods dealt with, and (v) Existence of a large 
and steady demand. : 

For a correct understanding of the phenomenon of value, it is 
necessary to appreciate the fact that value depends both on supply 
and demand. Modern analysis has shown that what is significant 
in this connexion is marginal supply and marginal demand. 

The famous distinction between market value and normal value 
turns on the period considered. In market value the reference is 
to the price at any given time, and the forces of supply and demand 
that we have to consider are those actually operative at that time. 
But the immediate or short-term effects of these changes on value 
(or price), with which we have to do in market value, may be 
different from the ultimate or long-term effects, with which we 
are concerned in normal value. In normal value we assume that 
enough time is given for tendencies sct up by any changes in condi- 
tions of supply or demand to work themselves out completely. 

Gradually the day-to-day or market price will show the influence 
of adjustment on the side of supply, and market price will approach 
normal price more and more. 

Such is the relation between market value and normal value. 
-In market value, demand is more influential than supply, which 
is to be taken as, for the time, unalterable. 
supply may be regarded as the more influential 
changed condition of demand being assumed to 
supply is being adjusted to it. The normal value of a thing tends 
to coincide with its cost of production. By the term ‘cost of 
production’ is meant the expenses of production, i.e, the money 
Payments in the form of wages, interest and profit necessary to call 
forth the different kinds of effort or sacrifices, 


In normal value, 
factor, a certain 
persist while the 


QUESTIONS 
1. Give a brief account of the evolution of exchange and indicate 
its benefits to society, 
2. Explain the term ‘market’ 
conditions governing the extent of 
3. Show how value 
supply and demand, 


in economics. What are the 
a market? à 1 i 
always depends upon the interaction o 
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4. ‘We might as reasonably dispute whether it is the upper or 
lower blade of a pair of scissors that cuts a piece of paper, as 
whether value is governed by utility or cost of production.’ Discuss. 

5. Clearly explain the distinction between market value and 
normal value and bring out the significance of the time element 
in the theory of value. , 

6. Explain how market value is determined. Draw an illustra- 
tive diagram. N- 

7. Show how the value of a reproducible commodity under com- 
petition tends to settle in the long run at its cost of production. 


Chapter VIII 
MONEY 


1. Difficulties of barter. A money economy is found 
to exist in every civilized society. The peculiar disadvantages 
of barter (that is, direct exchange of goods against goods) 
which is a possible alternative to money economy, may be 
briefly summarized as follows: Exchange by barter cannot 
occur without the double coincidence of wants and posses- 
sions. What I want the other man must possess, and he 
must want what I possess. Even when there is this double 
coincidence there would be difficulty in deciding how much 
of one thing ought to exchange for how much of the other, 
and endless haggling would be the result. This difficulty 
is obviated if we have a common measure of value. In 
barter there will be further difficulty of ‘accommodating 
units of sale to units of purchase’, Suppose I have a field 
and I wish to offer it in exchange for numerous articles 
which I am in need of. How can I cut up the field into 
convenient lots to offer them in return for every one of 
these articles? 

All these difficulties can be overcome by the intervention 
of money, i.e. of a third commodity which can be used as a 
common medium of exchange and measure of value. 

2. Nature of money. The term ‘money’ is used in 
different senses in different connexions. But a careful inquiry 
as to the meaning of the term will serve to clear our ideas 
on the subject. Walker’s famous statement, ‘Money is what 
money does” on the analogy of the well-known proverb, 
Handsome is as handsome does,’ merely leads us further 
to inquire ‘What is it that money does? What are its func- 
tions? Its principal functions are that it acts (i) as a 
medium of exchange, and (ii) as a standard of value. If, 
as Walker says, whatever performs the functions of money 
is to be included under the term money, it would appear 
that coins, government notes. bank notes, cheques, bills of 
exchange and even first-class securities must be regarded as 
money. But a little thought will show that these different 


instruments do not all perform the functions of money equally 
1See 3. 
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well. In order to be a good medium of exchange it is neces- 
sary that the money used should be accepted freely in final 
discharge of liability or debt throughout a community. 
From this point of view there is considerable difference 
between the instruments broadly grouped as money. For 
instance, rupees in this country pass from hand to hand 
with complete freedom. So do Government Currency and 
Reserve Bank Notes. But the notes will circulate freely 
only so long as they are accepted without question, Cheques, 
on the other hand, circulate only amongst those who are 
assured of the credit of the drawer (assured that they will 
be cashed by the bank on which they are drawn). Bills of 
Exchange, hundis, etc., have a still more limited circulation. 
But there does not seem to be any logical reason why all 
these media of exchange should not be called money in so 
far as they do perform the functions of money. 

3. Functions of money. 

(i) Money acts as a medium of exchange.—lIt is a means 
of transferring, from one party to another, command over 
commodities in general (purchasing power), thus facilitating 
exchange among the members of a society and enabling 
division of labour to work out its results smoothly. 

(ii) Money functions as a common measure of value.— 
Just as we measure the length of a piece of cloth by means 
of the yardstick, so we measure the value of utilities by the 
measuring rod of money. By stating the prices of different 
utilities (ie. by stating their values in terms of a common 
standard, money), it is clear that we facilitate the exchange 
of one utility against another. 

(iii) Money serves as a store of value—Money should be 
capable of performing this function satisfactorily. It should 
not deteriorate in value by being stored. We may want to` 
store our money because we wish to enjoy it at leisure, or 
because we simply wish to save it or because, when a fall 
in prices is expected, we think we shall gain by postponing 
expenditure. This function is becoming less and less im- 
portant owing to the substitution of deposit banking for 
hoarding, and owing to the growth of the investment 
habit. 

(iv) Money acts as a standard of deferred payments.— 
Contracts about future deliveries or payments would work 


100 Elementary Economics 


out inequitably if the money in terms of which they are 
made fluctuates in value. It is therefore important that our 
money should be reasonably steady in- value. ai 

(v) Lastly, money serves as a reserve or basis for credit 
operations—A proper cash reserve ensures solvency and 


enables us to use cheaper media of exchange, such as bank 
notes and cheques. å 


4. Precious metals as money. A gradual process of 
evolution has led to the general acceptance of the precious 
metals as the chief form of money, because they possess the 
following qualities usually regarded as necessary: (i) Port- 
ability; (ii) Durability; (iii) Intrinsic value (gold and silver 
are valued for their own sake); (iv) Homogeneity (so that 
value is in exact proportion to weight); (v) Divisibility 
(gold and silver can be divided and joined together again 
with ease. Contrast with them such a thing as a diamond. 
It cannot be divided without losing its value); (vi) Malle- 
ability (the metal should be capable of being easily ham- 
mered into any form and receiving any kind of stamp 
guaranteeing its quality and value); (vii) Cognizability (no 
inferior metal can be passed off as gold or silver, because 
they are so easily recognized) ; (viii) Stability of value (gold 
and silver—particularly gold—are relatively stable in value, 
because, owing to their great durability, the stocks of the 
world supply of gold and silver have gone on steadily 
increasing ever since,man began to dig them out of the 
earth. The total stocks at present in existence are therefore 
so huge that any year-to-year fluctuations in the quantity 
mined have very little immediate influence on the value of 
the whole. The value of other commodities like wheat 
depends largely on the quantity produced in any given year. 
Nevertheless it must be admitted that in respect of stability 


of value even gold has been found to be more unstable than 
is to be desired). 


_ 5. Standard coins. The standard or the principal coin 
is the coin adopted as t 


S he unit in the monetary system, 
being a certain weight of gold or silver of a certain 
standard of fineness. Thus when the Gold Standard was 
functioning in Great Britain, before 20 September 1931, the 
gold sovereign, having a weight of 123.27 grains 1i|12 fine 
(or 113.01 grains troy of pure gold), was the standard unit 
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of value, all other values or prices being reckoned in terms 
of it. A standard coin has the following characteristics: 

(i) Its value as metal is the same as its value as coin. For 

example, the gold sovereign in pre-war England was officially 
equal to twenty shillings. If it was melted, one could always 
have twenty shillings in currency in exchange for it. (ii) 
The standard coin is also unlimited legal tender, i.e. it can 
be used in final discharge of any liability. (iii) Usually the 
mints are open to free coinage of the standard metal. 
- 6. Token coins. Token coins are so called because they 
are tokens of value, having an official purchasing power 
which they do not intrinsically possess. They are made of a 
different metal (e.g. nickel or bronze) from the standard 
coin and are dependent on the latter for their nominal 
purchasing power. They are intended to serve as subsidiary 
money for making small payments. Token coins offer a 
contrast to standard coins in all respects and possess the 
following characteristics: (i) Their intrinsic value is less 
than their value as metal. (ii) Token coins are limited 
legal tender. In England the silver shilling, which is a 
token coin, is legal tender only up to forty shillings or £2. 
(iii) There is no free coinage of token money. The public 
cannot take ingots of metal to the mints and have them 
turned into token coins. How many token coins are manu- 
factured and put into circulation depends entirely on the 
discretion of the currency authority. They circulate at their 
legal value which is higher than their intrinsic value, because 
they are supplied in limited quantities and are required for 
the smaller transactions. In short they possess both the 
qualities, namely, scarcity and utility, which give value to 
anything. 

The rupee in India is a curious mixture of token and 
standard coin. It is like a standard coin in that it is un- 
limited legal tender. It is like a token coin in that (i) its 
official value of 1s. 6d. sterling is very much more than the 
market value of the amount of the metal which it con- 
tains, and further in that (ii) it is not freely minted. 

7. .Free coinage, gratuitous coinage, seigneurage and 
brassage. The conversion of metal into coins is now every- 
where a function of the State, which undertakes it mainly 
for ensuring public convenience by maintaining uniformity 
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of coins. For this purpose every Government maintains one 
or more mints (e.g. India has mints at Bombay and Calcutta) . 

Free coinage in its technical sense refers to the right of 
any holder of bullion to have it converted into standard 
coins at a fixed rate and without any limit of amount. For 
example, mints in India were open to the free coinage of 
silver into rupees from 1835 to 1893. In 1893 the mints 
were closed to the coinage of silver except on Government 
account. 

Gratuitous coinage (which should be carefully distinguish- 
ed from free coinage) means that the State levies no charge 
for conversion of bullion into coins at the mint. For 
example, until the passage of the Gold Standard Act of 
1925, in Great Britain gold bullion was converted into 
sovereign for the public without any charge, the expenses 
being borne by the Government. 

Seigneurage and brassage or mintage—The term ‘seign- 
eurage’ is ambiguous. It ordinarily means the charge 
levied by a Government on coinage. When the charge is 
Just equal to the actual cost of coinage, it is referred to as 
brassage or mintage. The term ‘seigneurage’ sometimes 
means the special profit made on token coins which are 
issued by the Government at a legal value higher than their 
bullion valtie (e.g. the British shilling or the Indian rupee). 

8. Mint price of gold. The rate at which standard 
coin is given for bullion at the mint is called the mint 
Price of the standard metal. For instance, the mint price 
of gold in Great Britain was £3-17-104 per standard ounce 
of gold (ic, 11/12 fine). This weight (480 grains) of gold 
could be converted into £3-17-10}. This corresponds to a 
price of £4-4-11} per ounce of fine or pure gold. The 
Sovereign accordingly contained 123.27447 grains of stand- 
ae gold, or 113.0016 of pure or fine gold. Under the Gold 
cea Act of 1925, which established the Gold Bullion 
: ue ie Britain, only the Bank of England was entitled 
© get sovereigns issued in lieu of gold bullion. 
tee tender Money certified by law to be valid 

i e final discharge of debts of any amount is called 
(un ed) legal tender money. Standard money is full 
3 va imited legal tender. Token money, on the other 
and, is limited legal tender. For example, the sovereign 
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was full legal tender, but the shilling is legal tender only for 
forty shillings at a time. The rupee and the half-rupee— 
though tokens—are unlimited legal tender, but the other 
smaller coins are legal tender up to one rupee only. 

10. Gresham’s Law. Gresham’s Law states that if 
good and bad money are circulating together, the bad money 
will eventually drive out the good from circulation. If one 
has the choice of paying by means of sound full-weighted 
coins or coins that are defaced or light, one will naturally 
prefer to part with the latter. This assumes that no diffi- 
culty is being experienced in getting people to accept pay- 
ment in the ‘bad’ money (which though ‘bad’ is legal 
tender just as much as the ‘good’ money). Under these 
circumstances, the good coins will be withdrawn from circu- 
lation, because people will prefer to use them in arts, for 
ornaments, for hoarding and for export. In these uses the 
value of the coins is simply the value of their metallic con- 
tents. The value of good coins as metal is greater than 
that of bad coins. But as money both have precisely the 
same value, 

Gresham’s Law also applies to (i) Bimetallism, the system 
under which coins of gold and silver circulate together, and 
(ii) a depreciating paper money circulating side by side with 
metallic money. However, if total currency is sufficiently 
limited, people may find that ‘bad’ and ‘good’ coins and 
money are both necessary for the purpose of trade. : 

11. Monetary standards. We describe below the prin- 
cipal types of monetary standards: Í 

(i) Monometallism or the Single Standard.—Under this 
system, one metal alone—generally either gold or silver—is 
freely coined and is full legal tender; while for the sake 
of making small payments baser metals are coined into 
token coins at the discretion of the Government and made 
legal tender to a limited extent. According to whether the 
freely coined (or standard) metal which is selected as the 
standard unit of value, is gold or silver, we have (a) Gold 
Monometallism or the Gold Standard or (b) Silver Mono- 
metallism or the Silver Standard. India was under silver 
monometallism between 1835 and 1893, as was China until 
recently. i 

(ü) Bimetallism or the Double Standard.—The essence o 
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bimetallism is first, that both gold and silver are used as 
standard money or standard units of value; secondly, that 
both are unlimited legal tender; thirdly, that both are given 
the privilege of free coinage; and fourthly, that there is 
generally a fixed legal (or mint) ratio between the value 
of the two metals at which it is intended that they should 
circulate. Thus both gold and silver are accorded equal 
monetary status under bimetallism. Till its abandonment 
in 1874 by France and a number of other European coun- 
tries, bimetallism was the leading monetary system of the 
western world. The principal drawback of the system is 
the periodic disturbance caused by changes in the market 
Tatio under the influence of Gresham’s Law. The relatively 
cheaper of the two metals drives out the other one and in 
practice the system works out as an alternating standard of 
gold or silver instead of a truly bimetallic standard. 

(ii) Paper Standard, or Managed Currency Standard.— 
The third principal .aonetary system is the Paper or the 
Managed Currency Standard. Under this system the cur- 
rency consists of paper and the currency authority does not 
bind itself to convert it into gold. 
` 12. The Gold Standard. The Gold Standard is so 
called because under it gold is the measure of values of 
goods and services, and all debts are in the last resort pay- 
able in gold. A country is said to be on the Gold Standard 
when it maintains its monetary unit (the pound sterling in 
the United Kingdom, the franc in France or the dollar in 
the U.S.A.) at a value equal to that of a definite weight 
of gold of a certain fineness. 

Before the war this equivalence was generally secured by 
the adoption of that form of the Gold Standard which is 
known as the Gold Currency Standard. Under this form 
gold coins of a certain prescribed weight and fineness (e.g. 
the British gold sovereign weighing 123.27 grains 11|12 fine) 
were actually used as currency. Paper money (e.g. the 
Bank of England notes in England) was»made convertible 
into gold coins on demand. At the same time free coinage 
of gold, free melting of gold coins and free export and 
import of gold were allowed. The currency unit was thus 
maintained at a fixed gold parity, and gold tended to have 

1 See 14-15. 
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the same value ali over the Gold Standard area. ‘ 

Until recently, the form of the Gold Standard, or gold 
monometallism, generally prevalent was that of a Gold 
Currency Standard described above, being first adopted 
by Great Britain as far back as 1816. The force of neces- 
sity during World War I as well as advance in economic 
thought have now made people realize that actual gold coins 
passing from hand to hand are an unnecessary luxury and 
that we can have all the essentials of a Gold Standard 
without gold coins. 

Two other systems, namely, the Gold Bullion Standard 
and the Gold Exchange Standard have thus come to be 
admitted as genuine forms of the Gold Standard, which are 
more economical than the Gold Standard of the orthodox 
type. Under the Gold Bullion Standard, while gold is the 
measure of value, it no longer functions as a medium of 
exchange. Bank notes which are legal tender are convert- 
ible into gold bars (but not gold coin) at a fixed rate. 
Gold Bullion is likewise convertible into currency, i.e. Bank 
Notes. Export and import of gold are unrestricted as under 
the Gold Currency Standard. 

Under the Gold Exchange Standard the internal currency 
consists of cheap tokens of silver or paper. The internal 
currency is maintained at a certain fixed value in terms of 
gold, not by converting local currency into gold coin or 
gold bullion but into gold exchange, i.e. bills and drafts on 
some foreign centre where the gold standard is in effective 
operation. Thus, before 1914, when the Gold Exchange 
Standard was in operation in India, the value of the rupee 
was fixed at 1s. 4d., and, because England was on a gold 
basis, 1s. 4d. stood for a definite quantity of gold. There 
was a good deal of prejudice against the Gold Exchange 
Standard, since it entailed considerable management and 
involved the location of reserves abroad. Its principal merit 
is that it secures a further economy in the use of gold. 


1 Countries including India which have joined the International 
Monetary Fund as members may in a sense be said to be on a gold 
standard as they have declared the value of their respective cur- 
rencies in terms of a definite quantity of gold. The value of the 
rupee accordingly is approximately 4 grains of gold. 
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13. Merits and drawbacks of the Gold Standard. 
The principal merit of the Gold Standard is its simplicity 
and the protection it affords against inflation. Another 
advantage of the Gold Standard is that owing to its universal 
acceptability all over the world it becomes an international 
money standard and ensures the benefit of stability of 
foreign exchanges (if, that is, all the world currencies are 
based on gold). It is also the most stable standard so far 
used, although it has been argued that over long periods 
gold does not possess stability of value in terms of goods 
and services, Changes in its output do ultimately affect 
prices, causing them sometimes to rise and sometimes to fall. 

The breakdown of the Gold Standard during World 

ar I and again since 1931, as also the maldistribution 


of gold in recent years, are quoted as evidence of its 
weakness, 


Paper Money 


14. Paper money: its advantages and limitations. 
In many advanced countries of the world paper money, 
which is usually issued by the Central Banks, constitutes an 
important part of the circulating medium. 

The advantages of paper money are obvious. It is conve- 
nient to handle, readily portable, and it is, of course, very 
economical. It can be issued in any convenient denomina- 
tions, small or large. It may also be said to be homoge- 
neous. Prima facie its value can be kept more stable by 
conscious regulation of its quantity than that of metallic 
dependent on the blind forces of 
nger of paper money, however, is 
ue it until it becomes inconvertible 
worthless—as in the case of the 
German currency was stabilized in 
er currency inflicts great hardships on 
Serious harm to its credit. On the 
ll managed and overissue is avoided, 
a great deal of good to the business 
much economy in the use of precious 
even when it is otherwise satisfactory, 
only in the particular country. which 


and at times absolutely 
mark notes, before the 
1924. A worthless papi 
the country and does 
other hand, if it is we! 
it is capable of doing 
world and of effecting 
metals. Paper money, 
is, of course, recognized 
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issues it. Gold money, on the other hand, has value all 
over the world. 

15. Convertible and inconvertible paper money. 
Paper money falls under two classes: (i) Convertible paper 
money, called fiduciary or credit paper money, and (ii) 
inconvertible paper money, called also flat paper money. 

(i) In the case of convertible paper money, the issuing 
authority (bank or other) promises to pay a specified sum 
of metallic money or gold bullion on demand or presenta- 
tion of the notes. They readily pass from hand to hand 
and are accepted by the public owing to their faith in the 
issuing bank or authority. Usually they are unlimited legal 
tender. The notes issued by the Bank of England are un- 
limited legal tender, even though since September 1931 they 
have ceased to be convertible. The Government of India 
currency notes (transferred to the Reserve Bank of India 
in 1935) and the new Reserve Bank notes are convertible 
into rupees as well as being legal tender. 

(ii) Although in outward form fiat or inconvertible paper 
money may be a promise to pay a certain sum of metallic 
money, it is generally understood or known that the issuing 
authority has not the intention or the ability to keep the 
promise. This often happens in time of war or some other 
grave political unsettlement. The German mark and the 
French franc notes issued during the war of 1914-18 are 
instances in point. They show how under the stress of some 
kind of crisis, fiduciary or convertible bank notes may 
degenerate into inconvertible paper money by State fiat or 
law which authorizes the bank of issue to suspend gold pay- 
ments for its notes. The dangers of paper money are parti- 


cularly associated with this form of it. 

16. Value of money. We said above that one of the 
things we expect from good money is that it should be a 
stable standard of value. Just as the yardstick—our mea- 
sure of length—should not itself vary in length, so the value 
of whatever is chosen to function as money should not 
fluctuate. By ‘value of money’ we mean the quantity of 
goods and services it will buy. If with the same amount 
of money we are able to buy more of things in general, in 
other words, if commodity prices fall, this means that the 
value of money has risen. Similarly, if with a given amount 
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of money we can buy less, that is, if commodity prices rise, 
this means that the value of money has fallen (Rise of 
prices = Fall in value of money; Fall of prices = Rise in 
value of money). i ’ 

17. The Quantity Theory of Money. The Quantity 
Theory of Money in its orthodox form states that the level 
of prices varies in direct Proportion to the changes in the 
quantity of money, or alternatively that the value of money 
varies in inverse proportion to its quantity. In other words, 
it is the quantity of money that determines the level of 
prices. If there are a hundred objects to be exchanged and 
a thousand pieces of currency, all the goods being offered 
against all the currency, it follows that each commodity will 
exchange for ten units of currency. The proposition in this 
form depends upon three assumptions: (i) Every exchange 
of goods is accompanied by an exchange of money. (ii) 

Oney is used for no other purpose than as a means of 
exchange. (iii) All the money in existence is in circulation 
and all the goods are offered for sale. 

Obviously in the actual world these assumptions hold 
good only partially and the Quantity Theory has to be 
modified so as to fit the facts: 

(i) The first modification is to widen the meaning of the 
term ‘money’ so as to include not only the metallic currency 
but all credit instruments such as notes, cheques and bills 
of exchange, which actually circulate and do the money 


work and the volume of which also influences the general 
level of prices, 


(ii) Further, b 


y the volume or quantity of money, we 
must understand 


1 not merely the physical quantity, but also 
the rapidity with which money changes hands. Increased 
Tapidity or velocity of circulation will raise prices just as 
surely as increase in the quantity of money as ordinarily 
understood, 


(ii) Again, it is clear that only that portion of money 
which is used as a means of exchange must be taken into 
account. If it is used for other purposes (e.g. metallic 
money may be used for ornaments or bank cash reserves) it 
cannot be regarded as part of the available money and 
therefore can have no influence on prices. 


(iv) Similarly we must exclude from consideration any 
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money which may not happen to be in circulation but may 
be merely hoarded. : 

(v) The quantity of exchanging to be done (quantity o. 
goods to be exchanged multiplied by the rapidity with which 
they are exchanged) constitutes the demand for money. 
The larger the demand, i.e. the volume of trade, the greater 
the value of money (i.e. the lower the price level), other 
things remaining the same; and vice versa. 

_A more satisfactory theory of value, which we owe to the 
late Lord Keynes, in the first place takes note of the fact 
that the significant thing is not the total amount of money 
in existence but the money income of people. The next 
thing to remember is that people hold part of their money 
income in cash (or in a form that can be turned immediately 
into cash) for the purpose of meeting day-to-day expenses 
and for unforeseen contingencies, investing the rest so as to 
earn interest. Within limits they change the proportion of 
what they hold in cash and what they invest. If the interest 
rates rise they are inclined to invest more and hold less in a 
liquid form. In technical language, their liquidity—preference 
diminishes with a rise in interest rates and increases with a 
drop in interest rates. The stronger the liquidity-preference, 
the greater the demand for money; the weaker the liquidity- 
preference, the smaller the demand for money. In the former 
case the value of money will tend to increase i.e. the price 
of consumers’ goods will tend to fall. In the latter case 
reverse effect will be produced. 


SUMMARY 


If there were no money we should have to fall back on barter, 
which is a most clumsy and inconyenient method of exchange. 

Money functions as (i) a medium of exchange; (ii) a measure 
of value; (iii) a store of value; (iv) reserve for bank credit; and 
(v) a standard of deferred payments. 

In order to be able to perform these functions satisfactorily, the 
money-material should preferably possess all the following qualities: 
(i) Portability, (ii) Durability, (iii) Intrinsic Value, (iv) Homo- 
geneity, (v) Divisibility, (vi) Malleability, (vii) Cognizability, and 
(viii) Stability of Value. 

Of all things tried so far, the precious metals (gold and silver) 
have been found best to fulfil these requirements. 

‘A standard coin is (i) a cvin of which the contents are defined 
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by law; (ii) its face value is the same as its intrinsic value; (iii) 
it is unlimited legal tender; and (iv) it is usually freely coined. 

Token coins are (i) limited legal tender; (ii) not freely coined; 
and (iii) their intrinsic value is smaller than their face value. 
They are required for small payments and are issued in limited 
quantities. t 

Free coinage means the right of any holder of bullion to have it 
converted into (or exchanged for) standard coins at a fixed rate 
and without any limit of amount. 


Coinage is gratuitous when there is no charge levied for con- 
version of bullion into coin at the mint. 

Seigneurage generally means the charge, if any, levied on coinage. 
Sometimes the term ‘seigneurage’ is used to indicate the profit on 
the issue of token coins. The term ‘brassage? or ‘mintage’ is 
used when the charge just covers the actual cost. 


e mint price means the rate at which standard coin is given 
for bullion at the mint. 


When any kind of 
unlimited legal tender 
the final discharge of ob 


Gresham’s Law states 
circulating together, the ba 
Out of circulation. The ] 


that when good and bad money are 
d money eventually drives the good money 
aw applies not only in the case of good 
and bad coins of the same metal but also to conditions arising 
under bimetallism and when a depreciated Paper money is circulat- 
ing side by side with metallic moncy. 
Under monometallism 
metal are 
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the internal currency consists of cheap tokens of silver or paper. 
The internal currency is maintained at a certain fixed value in 
terms of gold by providing for its convertibility into gold exchange, 
ie, bills and drafts on a foreign centre where the gold standard 
is in effective operation. Arrangements are also made for convert- 
ing gold into local currency. 

The Gold Standard, in spite of its difficulties and inconveniences, 
is still the most satisfactory and the least risky system of all. 

At present most of the important modern nations have a 
Managed Paper Currency Standard. It is cheap and its quantity 
and therefore its value, are more susceptible to conscious regulation 
than is the case with the precious metals. But it is liable to be 
a curse if the temptation to overissue is not firmly resisted. This 
applies particularly when we have fiat or inconvertible paper money, 
In the case of fiduciary or inconvertible paper money, the principal 
Precaution against its depreciation is to maintain a sufficiently strong 
reserve for ensuring convertibility. 

The Quantity Theory of Money states that the level of prices 
varies inversely in direct proportion to changes in the quantity of 
money. It is however preferable to explain price fluctuations in 
terms of the ‘liquidity-preference’ concept. 


QUESTIONS 


1. Explain the inconveniences attendant upon barter and show 
how these are removed by the introduction of money. 

2. Examine the functions of money and show how production 
and exchange are greatly facilitated by the use of money. 

3. What are the qualities of a good money material? 

4. Distinguish between standard and token coins and clearly 
bring out their respective characteristics. 

5. Explain the distinction underlying the following: (i) free 
coinage and gratuitous coinage; (ii) seigneurage and brassage; (iii) 
mint price of gold and market price of gold. 

6. Give a clear exposition of Gresham’s Law. 

7. What are the essentials of the Gold Standard? Distinguish 
between its various forms. 

8. Discuss the strong and weak points of the Gold Standard. 

g. What are the essential conditions for Bimetallism? 

10. Distinguish and explain the principal forms of paper money. 
Indicate the advantages of a good system of Paper money. 

11. Set forth the Quantity Theory of Money and explain the 
qualifications to which it is subject. 

12, What do you understand by liquidity-preference and how 
does it affect prices? 


Chapter IX 
CREDIT AND BANKING 
I. CREDIT 


1. Nature and characteristics of credit. Among 
civilized men economic transactions are largely based on 
mutual credit or faith. Many people, for example, entrust 
their money to banks in the faith that when they want it 
back, the banks will be willing and able to return it. Again, 
a very large volume of buying and selling takes place not 
on a basis of cash but of credit (that is, a promise to pay 
in future). The shopkeeper allows us to run up bills 
because he has confidence that we shall discharge the bills 
at a future date. In a well-constituted State the aid of 
law also can be invoked, if necessary, to enforce the fulfil- 
ment of these promises, implied or explicit. P 

‘Credit is an exchange or transaction which consists in 
the temporary transfer of the usance of wealth in the form 
of concrete goods or a fund of capital. The essence of 
credit is the right of enjoying something, in most cases, 
money, the ultimate economic title to which belongs to 
another’ (Seligman). Credit is thus an exchange of pre- 
sent for future wealth; and since in most cases the thing 
lent is money, credit nowadays is virtually a contract for the 
future delivery of money by the borrower to the lender. 
Time and confidence are the two essential features of credit. 

According to the use made of credit we distinguish between 
productive credit and unproductive (or consumption) credit. 

or example, when the Indian peasant borrows for marriage 
expenditure, credit is used unproductively. But if he borrows 
for land improvement or for mecting cultivation expenses, 
credit is productively’ used. 

2. Credit instruments. The promise to pay in future 
takes various forms. The principal credit instruments are 
promissory notes, cheques and bills of exchange. 

A promissory note is a written promise by the debtor to 
pay a certain sum of money to the creditor, either on 
demand or at the expiration of a specified period. The 
creditor or the ‘payee’ can endorse (sign) the note and 
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thus make it negotiable or transferable. Many of the loans 
granted to ryots in India by money-lenders are supported 
by such promissory notes. Another important class of pro- 
missory notes comprises the currency notes issued by central 
banks. 

Next we have cheques. A cheque is a written order 
signed by a depositor—an individual or a firm—on his bank, 
ordering the bank, on demand, to pay,a certain sum of 
money to a third person or to the drawer himself or his 
order, or to the bearer. Sometimes a cheque is crossed, 
ie. two lines are drawn obliquely across the cheque. Like 
the ordinary cheque, the crossed cheque is also drawn upon 
a bank, but it can be paid only to the bank to whom it is 
crossed. Such a cheque is generally carried to account and 
is safer than the ordinary cheque; even if it is stolen, it is 
of no use to the thief since only the bank in whose favour 
it is crossed can obtain payment on it. 

A bill of exchange is an order by one person or firm 
(called ‘drawer’) drawn on another person (a firm or a 
bank, called ‘drawee’) instructing the latter to pay a cer- 
tain sum of money for value received to a third party or 
to the drawer (called ‘payee’). But, unlike a cheque, a 
bill of exchange is not necessarily payable on demand or at 
sight, but at some future date, it may be after thirty days 
or sixty days, or ninety days, but generally not longer than 
six months. It is called a ‘sight bill’ if the payment is to 
bè made as soon as the drawee has seen it (i.e. on demand). 
If the payment is to be made at the expiration of a fixed 
period it is called a ‘time (usance) bill’. The person on 
whom the bill is drawn may either accept the bill by signing 
it as ‘Accepted’ or decline to make payment (signing ‘Pro- 
tested’). The acceptor becomes legally liable to make the 
payment due on the bill. If the drawer and the drawee ` 
are in the same country the bill is called a domestic bill; 
if in different countries, it is called a foreign bill (an export 
or import bill). 

3. How credit economizes the use of metallic 
currency. A vast volume of transactions is conducted by 
means of cheques and bills of exchange, and a great economy 
in the use of the precious metals as currency results. This is 


1A hundi is a variety of the domestic bill of exchange in India, 
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facilitated by two devices. , In the first place, both cheques 
and bills of exchange (as also promissory notes) are nego- 
tiable), ie. they can be transferred by the payee or the 
person in whose favour they are drawn by endorsement or 
by mere delivery to another person. Thus before a cheque 
or a bill of exchange is finally cashed or ‘retired’, it may 
have passed a number of times from hand to hand, being 
used like money for discharge of obligations, Secondly, 
there is the device of the ‘clearing house’, which is 
described below, 

4. Clearing house system. In most of the big banking 
centres like London, New York, Calcutta and Bombay, there 
is an institution called the clearing house, on which are 
represented the principal banks in the centre. This orga- 
nization performs the function of offsetting cross (contra or 
mutual) obligations in the form of cheques on each other 
received by the various banks in the course of their day’s 
transactions. The leading bank of the place (generally the 
Central Bank) presides over the clearing house and acts as 
a bankers’ bank, and as the other banks keep an account 
with it, it can adjust in its books the deficit against or 
balance in favour of the various member banks offsetting 
the different claims of the banks amongst themselves. The 
member banks usually keep certain balances with the Cen- 
tral Bank and pay the difference by a draft on the latter. 
hus the necessary adjustments are effected by book entries 
without any cash changing hands. In the London clearing 
house, for example, barely 1 per cent of the cheques is 
actually cashed. 

Economic functions of credit. (i) The principal 
use of credit .is that it enables men of enterprise and 
initiative to embark upon large-scale ventures on borrowed 
capital. It mobilizes the existing capital, i.e. makes it more 
effective use possible. It enables production to be initiated 
long in advance of demand, that is, in advance of the sale 
of the product to the consumer. (ii) It transfers capital 
from those who cannot or do not wish to use it themselves 
to those who have the desire and the capacity to use It 
profitably. Further, some businesses are liable to come to a 
standstill unless through credit a continuous supply of capital 
is ensured. Credit may also be said to promote the progress 
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of invention because the introduction of inventions and new 
processes requires capital, the supply of which is facilitated 
by credit. 

(iii) Thirdly, as already seen, credit enables considerable 
economies in the use of gold (metallic money) to be effected, 
and provides convenient media of exchange, such as bank 
notes, cheques and bills of exchange. 

Like every human device credit is liable to- be abused. 
If the borrower uses credit. recklessly and wastefully he 
inflicts ruin both upon himself and on the lender. More- 
over, there is the danger that credit may be issued to excess 
by the banks (who are the principal dealers in credit today) 
so that the economic stability of society is endangered and 
speculation encouraged, Overproduction may ensue as one 
of the evil results. Hence the need for careful regulation. 


II. BANKING 


6. Banking: definition and functions. Banking occu- 
pies a most important position in the modern world. Banks 
are dispensers of credit and we have examined the different 
ways in which credit serves the community and keeps the 
wheels of commerce and industry revolving. 

Banking means the business of dealing in credits, and a 
bank means an institution whose main business is receiving 
deposits from the public and on the basis of them making 
advances and loans in such a manner as to make a profit 
for itself. 

The functions of banks—Modern banks perform a variety 
of functions, some of which are given below: 

(i) Various kinds of money dealings, such as money- 
changing, shipment of money or bullion, purchase and sale 
of bullion. (ii) Receiving deposits—This is considered in 
greater detail below. (iii) Discounting (i.e. purchasing at 
present worth) commercial paper (e.g. bills of exchange and 
promissory notes). (iv) Granting loans in other ways 
either by advance against securities or by way of overdraft, 
mortgage loans, or by purchase of shares in industrial com- 
panies. (v) Issue of bank notes——This function, as we 
shall see later, is nowadays virtually restricted to the Central 
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Bank of Issue. In the eighteenth century it was regarded 
as an essential function of all banks. (vi) Dealings in 
foreign exchange. (vil) Performing agency functions on 
behalf of clients, such as (a) safe custody, sale or pur- 
chase of securities; (b) safe custody of other valuables; 
(c) collection of dividends and interest for clients; (d) 
acting as correspondents and clearing agents for other banks; 
(e) issuing letters of credit to travellers; (f) acting as 
trustees, executors, attorneys; (g) serving as bankers to joint- 
stock companies; (h) the Central Bank of a country acts 
as the agent to the Government and performs banking func- 
tions for the Government. 

7. Different types of banks. It must not be imagined 
however, that all these functions are performed by every 
bank. There is a division of labour and specialization here 
as elsewhere. Thus what are known as commercial banks 
accept deposits for short periods and lend credit also for 
short periods (for the current finance of trade and industry) 
in England, the U.S.A. and India. As distinguished from 
these, there are the industrial banks, like those in Japan, 
which extend long-term finance, i.e. lend money for long 
periods to industrial concerns and raise their working 
capital by debentures. Some banks, as in Germany, are 
of the mixed type and combine ordinary commercial banking 
with industrial finance. Certain banks specialize in land 
Mortgage banking, some in savings banking, some in co- 
operative banking, some in the financing of the foreign trade 
or foreign exchanges. The Central Banks are in a class by 
themselves. They are generally empowered to issue paper 
currency and their outlook is national and different from 
that of the ordinary banks, which are ordinary profit-making 
concerns. 

8. Deposit banking. The first business of a bank is 
to receive deposits from the public in order to increase its 
working capital beyond its own share capital, for the purpose 
of making loans and investments. There are three main 
classes of deposit accounts: (i) Deposits on current account 
which can be withdrawn by the depositor on demand: (ii) 
Deposits on fixed account which are kept with the bank 
for fixed periods ranging from one month to twelve months 
and in some cases for years: and (iii) Deposits on savings 
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account which are accepted in small amounts by special 
Savings Banks or by Commercial Banks having Savings 
Banks departments. Withdrawal of savings deposits is per- 
mitted on a limited scale. Banks pay a lower rate of interest 
on the deposits which they receive than they charge to the 
customers who. borrow from them. This difference con- 
stitutes their profit. Whether deposits consist of money in 
cash or of credits, the bank is always bound to pay in money, 
whenever called upon to do so, and it must therefore 
maintain a sufficient cash reserve to meet all demands. 

It may be pointed out here that the maintenance of 
adequate cash reserves is the very ABC of sound banking. 
A bank must be ready at all times to meet its liabilities 
to depositors on pain of having to declare insolvency. The 
failure of one bank adversely affects the position of other 
banks although their position may be sound. Particular 
care is therefore necessary to secure prudent and cautious 
management. The law in some countries, as in the U.S.A. 
and since 1937 in India, imposes an obligation upon banks 
to hold a certain minimum proportionate cash reserve. 
Such regulation of banking is essential in the case of a 
country like India where modern banking is still in its 
infancy. 

9. Issue and regulation of bank notes. Although 
in the earlier stages of modern banking development the 
issue of bank notes was considered indispensable for the 
growth of banking, the rapid development of deposit banking 
and the preference of the business community for deposit 
credits made the issue of bank notes less necessary. So 
also a better appreciation of the necessity of regulating the 
issue of bank notes resulted in the curtailment of the right 
of issue, which was at first entirely free. Free competition 
among banks in the matter of note issue came to be looked 
upon as undesirable both as leading to the evils of diversity 
and multiplicity of notes and of the abuses of overissue. 
A virtual monopoly of issue in favour of either a State Bank 
(as in Russia and Finland), or of a private bank (as in 
England, France, Germany and India is now the system 
adopted in most countries. Even in the U.S.A., where a 
number of banks were at one time allowed to issue notes, 
the right is now being centralized in the hands of a dozen 
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banks, called Federal Reserve Banks, by the Federal Reserve 
Act of 1913. 

It is now universally recognized that some sort of 
regulation .of the issue of bank notes by law is necessary 
in the public interest in order to prevent overissue of note 
currency. There are two principal methods of regulating 
note issue: (i) The first is the fixed fiduciary issue system 
of which Great Britain, which first adopted it in 1844 under 
the Bank Charter Act of that year, affords the standard 
example. Under this system the Bank of England is 
authorized to issue notes against securities to an amount 
fixed by Statute. Any additional notes over and above this 
limit have to be secured by a gold backing of 100 per cent. 
This system undoubtedly ensures safety but only at the cost 
of economy and elasticity. 

(ii) The second method is the proportional reserve 
system which now prevails in the continent of Europe, the 
U.S.A., South Africa and India. Under this system the notes 
are secured by a minimum percentage of gold and gold 
securities laid down by Statute. 

These minima may, however, be disregarded for short 
periods with the consent of the Government on condition 
that the issuing bank pays a tax reckoned on the amount 
of the deficiency, the rate of the tax being made to rise 
steeply as the deficiency rises. All these precautions are 
intended to discourage excessive issue of notes. The prin- 
cipal merit of the proportional reserve system is that it is 
more elastic and economical than the fixed fiduciary system 
and therefore we find it adopted by the great majority of 
the countries of the world. 

10. Central Banks and their functions. Most of 
the leading countries of the world possess Central Banks 
at the head of their banking systems. In April 1935 India 
established such a bank, which is called the Reserve Bank 
of India. The functions of these banks are as follows: 

(G) The Central Bank is mainly a bankers bank. It offers 
rediscounting facilities to its member-banks and' thus makes 
credit available to them. In some countries it also serves 
as the custodian of the country’s banking reserves, the 
smaller member-banks—either as a matter of convention as 
in England or as,a matter of law as in the U.S.A. or 
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India—keeping a certain percentage of their deposits with 
the Central Bank. 

(ii) It usually acts as the banker to the Government and 
conducts banking business such as the receipt of revenue, 
Government disbursements, borrowing operations, and 
remittances. , 

(iii) It issues notes and regulates credit. Since the Central 
Bank has to supply the market with cash or take bills or 
securities off its hands, it is very desirable that it should have 
the monopoly of note issue. The principal legal tender 
currency today in countries like England is the bank note. 

(iv) Stability of foreign exchanges—The Central Bank 
is also responsible for maintaining the stability of the external 
value of the currency unit. It has to arrange to buy or 
sell foreign exchange or gold so as to control directly the 
exchange rates or change its bank rate? so as to produce an 
indirect effect on the rates of foreign exchange. 

(v) Internal stability—One of the recognized functions 
of a Central Bank today is to keep the internal price level 
stable by a proper regulation of the volume of currency and 
credit, and we have already stressed the importance of this 
function. 


SUMMARY 


e CREDIT 


Many economic transactions in modern civilized societies are 
based on trust or credit. Credit is commonly opposed to cash. 
Things are transferred in exchange for a promise to pay in future. 
There are various forms of credit instruments in usc, c.g. promissory 


. notes (including Government currency and bank notes), cheques 


and bills of exchange. All of them serve to economize the use 
of the precious metals as money. The cheque system is specially 
effective in this connexion when associated with clearing-house 
arrangements. Credit is vital to large-scale transactions in com- 
merce and industry. It also ensures effective use of the capital 


1Thus the Reserve Bank of India is required to maintain the 
exchange value of the rupee at ts. 6d. sterling. 

*The bank rate is the official rate charged by the Central Bank 
for the discounting or rediscounting of bills of exchange presented 
by the member-banks. The bank rate is raised to restrict and 
lowered to expand credit. 
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available in the country. Credit requires careful regulation; other- 
wise it will give rise to various ‘evils like speculation and over- 
production. 

BANKING 

Banks are the principal managers and dispensers of credit. Their 
credit is mainly based on the deposits which they receive. Ordinary 
commercial banks can give only short-term loans. Industrial banks 
and land mortgage banks are special types of banking institutions 
which undertake to provide long-term finance. 

Receiving of deposits of various classes such as current, fixed and 
savings deposits is one of the main functions of a commercial bank. 
Issue of notes is no longer one of the ordinary functions of such 
a bank. An adequate reserve must be held by each bank to meet 
all its obligations and thus win public confidence. 

The issue of bank notes is nowadays a function of a State bank 
or a private bank closely associated with and controlled by the State. 

For preventing the evil of an overissue of notes, some restriction 
on the power of issuing notes is necessary. This is done either 
by limiting the fiduciary issue which need not be supported by 
metallic reserve, or by prescribing a minimum percentage metallic 
(gold) reserve. The latter system is more elastic than the former. 

The need for Central Banks in order to secure financial stability 
is now generally recognized. Central Banks are described as 
bankers’ banks. They are expected to supply the credit needs of 
the other banks; they are the custodians of the country’s banking 
Teserves; and they sec to it that these reserves do not get unduly 
depleted. They perform various banking and agency functions for 
Governments, and they are gencrally assigned the function of note 
issue to make their control over currency and credit effective. 
One of the important aims of central banking policy is to secure 


internal stability of prices by a regulation of the volume of currency 
and credit. 


QUESTIONS 
1. Elucidate the nature of credit and bring out its main 


characteristics, 


2. Explain the principal instruments of credit. 
_ 3, What are the services rendered by credit to society? Also 
indicate its abuses. 

4. Describe the various functions performed by modern banks, 


Be Distinguish between the various classes of deposits and explain 
the working of the cheque system. 


6. Review the Principal methods of regulating issue of bank 
notes in the different co 


f untries of the world, including India. 
7. What arè the main functions performed by a Central Bank? 


moe 


Chapter X 
INTERNATIONAL TRADE 


1. International trade compared with domestic 
trade. International exchange, it might be urged, is in its 
essence not different from the domestic exchanges which take 
place within a nation. Although we have got into the habit 
of talking of India’s trade with England or Germany's trade 
with Russia, and so on, the bargains are not normally 

between one country as a whole and another, but between 
one individual or firm in a country, with another 
individual or firm in a foreign country. The parties, 
no doubt, do not belong to the same country, but 
this does not alter the fact that the principles underlying 
the exchange are fundamentally the same as if it had 
occurred between people living in the same country. Both 
the parties to the exchange enter into it voluntarily and each 
believes that on the whole he gains by it. Otherwise, they 
should he enter into the transaction at all? 

There are, however, certain features which distinguish 
international from domestic trade. The most important 
difference is that the forces of supply and demand do not 
operate so freely in determining international as in deter- 
mining internal exchange. ' 

Within any given country labourers move from place to 
place with comparative case, and this movement helps to 
bring about a certain uniformity in the level of wages 
throughout the country. But people do not move so freely 
from one country to another. In order to take advantage 

a of higher wages, it would be most unusual if an Indian 
labourer, for instance, were to transfer himself to South 
America. Various things come in the way of such free 
movement—attachment to one’s own country, difficulties of 
language, differences as regards legal practice and as 
regards social and political customs and institutions. 


1In recent years, however, a good deal of trade between countries 
has been on a government-to-government basis. In Russia and other 
totalitarian countries all foreign trade is transacted through thcir 
5 respective governments. Before the war it was most unusual for 
¿> sgovernments as such to trade with other governments. 
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What holds good of labour also applies to capital, though 
in a smaller degree. The habit of investing abroad has 
grown in recent times. ' But even now people generally 
prefer to invest their money in their own country and 
require a special inducement to invest it abroad. The 
result is that considerable differences may persist in profits 
earned by capital as between one country and another. 
Within the same country, on the other hand, profits tend 
to approximate to the same level from place to place, and 
from industry to industry. 

Again, trade between different countries. is hampered by 
the existence of import duties, whereas normally we do not 
have to pay a duty when we send commodities from one 
place to another within the same country. Another com- 
plication is that different currency systems prevail in the 
different countries. Payments in connexion with inter- 
national trade involve the conversion of one currency into 
another, and give rise to the special set of problems con- 
nected with foreign exchange. 

But the principal characteristic which makes it necessary 
to treat international exchange separately is the immobility 
of capital and labour between different countries. 

2. Theory of comparative costs. Suppose there are 
two countries A and B. In A, one unit of capital and 
labour (productive power) will make, let us say, 10x or 
20y. Let us suppose that in B, one unit of product- 
ive power will make 1ox or 15y. Then if each country 
devotes one unit of productive power to each of the 
commodities x and y, the total product will be 20x 
and 35y (1ox--20y in A plus 10x-++15y in B=20x-+95y). 
But if each is to devote its efforts to the produc- 
tion of that commodity in which it has the greatest 
relative advantage, then A will devote its two units of 
productive power to making y, and B will devote two 
units of productive power to making x. The total com- 
bined product in this case will be 20x + 40y, i.e. 5y more 
than before. It is therefore advantageous for both A and 
B that A should make only y and B should make only x, 
and that A should exchange some of its y for some of 
B's x. The balance of advantage that emerges from this 
International exchange is, as we saw, 5) in our example. 


A 
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But we have yet to answer an important question. How 
is this 5y divided between A and B? ‘The answer to this 
question is that the division will be in proportion to the 
intensity of reciprocal demand. In other words, it will 
become a question whether B’s need for y is greater than 
A’s need for x. If it is greater, then A will benefit more 
than B from this specialization in production followed by 
international exchange. Clearly, however, the terms of 
exchange would not go beyond what each country can do 
by itself. For instance, taking the figures in the above 
example, A will not consent to part with more than 2y 
for 1x. Because if necessary it can itself make 1x with the 
capital and labour it requires for making 2y. B in its turn 
will not consent to receive less than 14y in exchange for 
1x. Because with the capital and labour it requires for 
making rx it can itself make 1y. The terms of the 
exchange will thus fluctuate between 14y and 2y for 1x. 
This is what is meant by saying that international values or 
terms of international exchange are determined according to 
the principle of comparative cost. 

It is helpful to regard international trade as a developed 
form of barter. The exports of a country are the price it 
has to pay for its imports. Looking at the question in this 
manner we see at once the fallacy of regarding a decline in 
exports unfavourably and rejoicing when exports increase. 
This is one of those false mercantilist notions which appear 
again and again in popular arguments. A decline in exports 
is in itself not an evil, unless it causes a decline in imports 
also. If imports regnain the same or increase in volume, 
while exports decrease, there is nothing to be sorry for. On 
the contrary, we ought to congratulate ourselves that for our 
imports we have to pay a smaller price than before in the 
shape of exports. 

3. Advantages and disadvantages of international 
trade. Advantages:—(i) International trade enables a 
country to obtain commodities which it could not produce 
at all or could produce only with great difficulty. Thus 
England secures tea, sugar and cotton in this manner. Simi- 
larly, any deficiency of the home supply of a commodity 
(e.g. food grains as in the case of England) can be met by 
foreign imports. i 
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(ii) It brings about a more efficient employment of the 
productive forces of the world, since each country employs 
itself in producing those things in respect of which its capital 
and labour are relatively most efficient. Thus a country is 
enabled to obtain many commodities more cheaply than if 
it were to produce everything itself. The doctrine of com- 
parative cost explains how this advantage is reaped. 

(iit) International trade enables a country fully to exploit 
its natural resources which would remain unexploited in the 
absence of outlets abroad: e.g. jute, raw and manufactured, 
is produced in India largely for export. 

(iv) International trade, by extending the size of the 
market, and promoting division of labour and ratiofalization 
of industry, tends to lower the costs of production. 

Disadvantages:—On the other hand, international trade 
is accompanied by certain disadvantages. (i) It may some- 
times lead to the sacrifice of the greater interest of the future 
to the smaller interest of the present. Certain valuable natural 
resources which may be limited and which require to be 
tapped economically may be exploited too rapidly and 
wastefully for purposes of export. 4 

(ii) International trade may make a country dependent 
upon other countries and expose it to serious risk, if owing 
to war or other causes its trade abroad is cut off. The 
lamentable dependence of India on foreign imports of even 
daily necessaries, like matches and cloth, was realized during 
the World War of 1914-18. This dependence is a grave 
matter in the case of essential requisites like food supply and 
means of defence. 

(iti) International trade may often result in the import- 
ation of cheap but worthless and even harmful products, 
the consumer not being always the best judge of his own 
interests. 

(iv) Unfettered foreign trade may adversely affect either 
the agricultural or the manufacturing groups of industries 
and thus lead to a one-sided development of the economic 
life of the nation. Thus England has sacrificed her agricul- 
ture and India has become predominantly agricultural. A 
certain degree of diversification of the national industries is 
to be desired in the interests of a more stable economic life 
and for its beneficial effects on national character. 
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On a balance, however, we may say Without hesitation that 
the advantages of international trade far outweigh the 
possible disadvantages and that it is quite feasible to minimize 
the disadvantages by a suitable regulation of foreign com- 
merce and by the adoption of a policy of protecting suitable 
home industries. This is what India has been trying to do 
since 1923 under the policy of discriminate protection, which 
has now been considerably liberalized so that suitable in- 
dustries obtain prompt and adequate protection. 


SUMMARY 


International trade results largely from individual bargains 
entered into between nationals of different countries. Problems 
of international trade have to be treated separately from problems 
of internal exchange because labour and capital do not move freely 
from one country to another as they do from place to place in the 
same country. The existence of tariffs and the fact that the cur- 
rency systems of different countries vary also raise special questions 
which do not have to be faced in internal exchanges. 

The character and the terms of international exchange are 
determined in accordance with the principle of comparative cost. 
Nations engage their capital and labour in those industries with 
regard to which they have the highest relative advantage over other 
nations. More wealth is thus produced and becomes available to 
the countries dealing with one another in the course of international | 
commerce. However, although all derive a benefit, the benefit is 
not uniform, The proportion in which the benefit of international 
trade is distributed among the parties depends on their relative 
intensity of demand for each other’s goods. 

International trade brings within our reach utilities not otherwise 
attainable, ensures the most efficient employment of the productive 
resources of the world and the full exploitation of natural resources, 
and makes production more economic by enlarging its scale. 

On the other hand, it may lead to too rapid an exhaustion of 
the natural resources of a country, and endanger national security 
by fostering a habit of dependence on other nations for essential 
requisites, It may lead to the importation of shoddy or harmful 
articles. And finally it may cause economic development to be 
too one-sided. These evils, however, can largely be prevented by 
the regulation of international commerce, and the presumption is 
in favour of promoting its utmost expansion. 
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QUESTIONS 


1. Compare international trade with 
bring out the distinguishin: 
2. In what respects doe. 
differ from that between 


3. Explain the principle of comparative costs and show how 
the terms of international exchanges are determined, 


4. Show how international trade arises, Would you say that 
in the last analysis it is a kind of barter? 


5. What are the advantages of international trade and its 
Possible disadvantages? 


domestic trade and clearly 
ig characteristics of the former. 

s trade, e.g. between Bombay and Delhi 
Bombay and London? 


Chapter XI 


NATIONAL INCOME AND ITS 
DISTRIBUTION 


1. Main problems of distribution of wealth. Dis- 
tribution of wealth, as we know, means the apportionment 
of the aggregate of goods and services, among the owners 
of the four factors of production who have collaborated in 
the process of their production. The study of distribution 
involves the consideration of the following three main 
questions: 

(i) How much is there to be distributed? 

(ii) Among what factors is the joint product to be 
divided? 

(iii) What determines the share of each factor? 

In the following sections these questions are briefly 
answered. 

2. The National Dividend (income) and its dis- 
tribution. ‘The Labour and the Capital of a country 
acting on its natural resources produce annually a certain 
net aggregate of commodities, material and immaterial, 
including services of all kinds. This is the true annual 
income or revenue of the country or the National Dividend’ 
(Marshall). The national income is thus the heap or pool 
of goods and services of every kind produced annually in the 
country. Into this pool, we may imagine, are thrown the 
contributions of all the productive agents in society. The 
national income can be measured by the money value of 
the gross produce of society, from which are to be deducted 
(i) the value of the raw and half-finished commodities used, 
and (ii) the replacement fund necessary for repairing and 
replacing plant and machinery. The need for making this 
allowance is indicated by the word ‘net’ in Marshall’s state- 
ment. The net income due on account of foreign invest- 
ments must be reckoned in as an addition to the national 
dividend. The net aggregate amount of the national income 
or dividend determines what is available for distribution and 
sets a limit to the shares received by the various agents of 
production. 
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The National Dividend is divided up into the earnings of 
labour; interest on capital; producer’s surplus (or rent of 
land), and lastly the profit of business enterprise. ‘It con- 
stitutes the whole of them, and the whole of it is distributed 
among them; the larger it is, the larger, other things being 
equal, will be the share of each of them.’ 

The third question, namely, what determines the share 
of each factor, is the most fundamental and controversial. 
Marshall’s general answer, based on the application of the 
general theory of value, is as follows: 

‘It (the national dividend) is distributed among them (i.e. 
the agents of production), speaking generally, in proportion 
to the need which people have for their several services, i.e. 
not the total need, but the marginal need. By this is meant 
the need at that point, at which people are indifferent 
whether they purchase a little more of the services (or fruits 
of the services) of one agent, or devote their further resources 
to purchasing the services (or the fruits of the services) of 
other agents.’ Each factor of production thus draws from 
the national dividend a reward in the measure of its respect- 
ive margin efficiency, allowing for the possibility, within 
certain limits, of substitution of one factor for another. 

It is obvious that the shares allotted to these agents of 
production are not equal. They depend on a series of 
bargains which the organizer or employer (who takes the 
initiative and is the most active of all the agents of produc- 
tion) strikes with the other three agents of production. The 
bargains are freely entered into by the parties concerned and 
are not forced on them by some outside power like the 
Government. What determines the terms of these bargains 
and what determines the profit which the employer himself 
earns? These are the questions which we have to deal with. 
In other words, we have to examine the forces and the causes 
underlying rent, interest, wages and profit. t 

3. National income of India.” Before proceeding to 
examine the forces and causes underlying the various shares 
in the national income, namely: rent, wages. interest and 


profits, we may give here a brief idea of the national income 
of India. 


v mii is based on the assumption of private property, which 
underlies the whole of our present scheme of distribution of wealth. 
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Various estimates have been made from time to time of. 

the national income of India. The following table sets out: 
the chief among them showing the income per head. 


a Relating Income 
Estimates by to year per head 
Rs. n.p- 
Dadabhai Naoroji .. bie ea 1868 20. o 
Lord Curzon 6 a An 1897-8 30 o 
Wadia and Joshi .. a as 1913-14 Pune yh 
Shah and Khambatta ee =x 1921-2 67 o 
Findlay Shirras ate ors 3 1922 116 o 
V. RKIRSIV Rao... ae on 1931-2 65 o 


1948-9 246 56 
1949-50 | 253 56 
1950-51 265 12 1 

National Income Committee a 1951-2 274 3I l 
1952-3 267 25 
1953-4 283 56 

1955-6 280 o? 


The differences in the estimates are due to a number of 
causes. First of all they relate to different periods, so that 
the differences in prices must be taken into account. Thus 
between 1913-14 and 1921-2 prices had risen by about 80 
per cent, so that Rs 44.34 in 1913-14 would be equivalent 
to about Rs 80 in 1921-2. The figure for the per capita 
income in 1951 is Rs 255 as compared to Rs 65 in 1931. 
But if we consider that prices in 1951 were more than 4 
times as high as in 1931, we must conclude that India was 
poorer in 1951 than in 1931. Secondly, the area covered 
by the estimates is not always precisely the same. Thirdly, 
methods of calculation are not uniform. We must also 
allow for the bias—pro-Government or anti-Government 
—of the inquirer. But even the most optimistic of these 
estimates serves to emphasize the fact that India is one of 
the poorest countries in the world. Comparison of India 
with some of the advanced nations of the world conveys the 


1 Figures for the years 1948-54 have been worked out at current 
prices. : 
2 Calculated at 1952-3 prices. 
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same dismal lesson, if possible, even more forcibly. It should 
be further remembered that not only is the aggregate of 
national income small in relation to the size of the popula- 
tion in India, but it is also very unevenly distributed. It is 
an economic maxim that uneven distribution makes for 
diminution of welfare and aggravation of poverty. This 
evil, however, is not as glaring in India as in the capitalistic 
countries of the west. As between inadequate production 
and inequitable distribution, the former is by far the more 
serious drawback of Indian economy. 


I. RENT 


4. Economic rent and contract rent. In popular 
parlance the term ‘rent’ is used to mean a sum paid by 
one person to another for the lease of land. This contract 
rent, as it may be called, often includes, besides economic 
or pure rent, other elements such as interest on capital 
invested by the landlord in his land and farm buildings, and 
charges of Supervision. Moreover, influences other than 
competition, which is assumed to be the basis of economic 
rent, may affect contract rent. Thus rent actually paid may 
be more than the economic rent, e.g. when there is monopoly 
in land or when there are no alternative occupations; or it 
may be less because it is customary or because considerations 
of a philanthropic nature may influence the landlord in 
dealing with his tenantry. 

5. The Ricardian theory of rent. As a preliminary 
to an analysis of economic rent, it is desirable that we should 
remind ourselves of the wide sense which we attach in econo- 
mics to ‘land’, the income from which we call ‘rent’. Land 
means all those utilities which nature supplies free but in 
limited quantities. It is important to bear in mind the 
fact that land is limited in quantity. No matter how much 
the demand may increase, its supply remains the same. 
Particularly is this the case in old countries like India where 
practically all the cultivable land is occupied. : 

Besides being limited in quantity, land varies in quality. 
Some lands are more fertile than others. The most fertile 
lands are naturally the first to be occupied and cultivated. 
When population increases, however, recourse must be had 
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to inferior lands, or the superior lands must be more inten- 
sively cultivated.* 

Now we may proceed to state the theory of rent on the 
lines of Ricardo. Let us suppose that the land in a given 
country falls into grades A, B and C; A being the most 
fertile, B less fertile, and C the least fertile. A will be 
cultivated first, and then when population increases and the 
demand for food with it, B will be brought under cultivation, 
and when there is a further increase in population, C will 
also come under cultivation. Let us suppose that capital and 
labour worth Rs 10,000 is spent on land belonging to grade 
A and that the yield is 1,00,000 seers of wheat. More wheat 
is required for a growing population, so that gradually capital 
and labour worth another Rs 10,000 is employed on land 
of the B grade. This grade being inferior to A, the yield 
is only 80,000 seers. The community grows further in num- 
bers, and requires more than the total of 1,80,000 seers realiz- 
ed from A and B, and therefore C is taken under cultivation 
and a further dose of capital, say, another Rs 10,000-worth, 
is applied to it. C, being the worst grade of all three, thc 
yield from it is only 50,000 scers. But according to our 
hypothesis this additional 50,000 seers is urgently required. 
Now all this wheat being of the same quality must sell at 
the same price. Possessors of A would demand at least Re 1 
for 10 seers, though they would welcome any higher price 
than this. Similarly, owners of B would be prepared to 
accept Re 1 for 8 seers, though, of course, they would also 
welcome any higher price that they could get. The mini- 
mum price which would suit growers on C would be Re 1 
for 5 seers. It is obvious that out of these three possible 
prices the only one that will suit all the growers is the last. 
This price is necessary if C is to remain continuously under 
cultivation. (And C must remain under cultivation; other- 
wise the demand of the community for food is not satisfied.) 
At the price of Re 1 for 5 seers, all the expenses of production 


1 Fertility of land is relative to time, place and circumstances; 
and at any given time, taking into account all circumstances, there 
are certain lands which are regarded as more desirable and certain 
others as less desirable. This grading of land may, however, change 
according to changes in circumstances. 
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of land C will be just covered.t The owners would get the 
full value at current rates of the different kinds of effort 
employed (including wages of the ordinary labour and of 
management plus interest on the capital) aggregating to 
Rs 10,000. At the uniform price of Re 1 for 5 seers B will 
realize Rs 16,000, that is, Rs 6,000 more than C. A will 
realize Rs 20,000, that is, Rs 10,000 more than C. In this 
example, C is the worst land in use. It is called marginal 
land or land of marginal fertility. Lands B and A are above 
the margin and are called super-marginal lands. C yields 
just enough. to cover all expenses and no surplus or rent. 
It is also known as the no-rent land. 

A surplus or rent is obtained on B and A. The rent on 
B may be expressed either as 30,000 seers of wheat (80,000 
minus 50,000—=30,000), or as Rs 6,000 (that is, the value 
of 30,000 seers at the market rate). The rent on A is 
y Rent, 50,000 


Yield 


° A B c x 
j Application Of Capital And Labour 
Fig. 6.—Dracram ILLUSTRATING HOW RENT ARISES FROM THE 
OPERATION or THE Law or DiminisHinc RETURNS 

i * 
ri The student must not make the common mistake of supposing 
t at it would not be profitable to cultivate C, if the price is Re 1 
oe seers. It would be profitable in the sense that labour, capital 
and organization would all get their normal remuneration out of 


eee But no unearned surplus over and above this would be 
available, as in the case of the superior grades of land. 


=) 
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55,000 seers of wheat (1,00,000 minus 50,000=50,000), or 
Rs 10,000 (that is, the market value of this extra 50,000 
seers). Rent on the superior lands is thus measured from 
the marginal or no-rent land upwards. It expresses the 
differential advantage of the superior lands over the marginal 
land. Rent is also an unearned surplus or an unearned 
increment, as it is sometimes called. It does not represent 
the reward for any special kind of effort or capacity. The 
lands A, B, C are assumed to be cultivated in the same 
manner and with equal efficiency. A and B, however, being 
superior in fertility yield a surplus over C. The same truth 
is expressed by saying that rent arises from the operation 
of the Law of Diminishing Returns. 

The above reasoning is illustrated in Fig. 6. 

The rectangles I, II and III represent the yield respect- 
ively to the first, second and third application of capital 
and labour worth Rs 10,000, either to different lands 
A, B, C, in decreasing order of fertility, or intensively to 
the same land A, each succeeding dose of capital and labour 
yielding a smaller return than the previous one. The 
shaded portions of the rectangles I and II represent the 
rent or surplus produce on lands A and B, or on the first 
two doses applied to land A. Land C, or the third dose 
applied to land A, does not yield any rent. 

From this it is clear that rent does not determine price 
but is the result of price. The price itself is determined 
by the cost of production on the marginal land, which is 
no-rent land. As Ricardo says, ‘Corn is not high because 
rent is paid but rent is paid because corn is high.’ 

The theory that rent does not enter into price however 
holds good only of land in general and on the assumption 
that land is used for one purpose only. However if land 
is used, as it is, for several uses and if in any one use it is 
earning rent, this rent will enter into the cost of production 
and therefore price in case it is demanded for some other 
use. This is called the transfer cost of land. 

6. Other applications of the theory of rent. Having 
' 1 Essentially the same results would be realized if the better lands 
were intensively cultivated. The earlier applications of capital and 
labour would yield a surplus or rent, but not the marginal 


application. 
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explained the theory of rent with reference to agricul- 
tural land, it remains briefly to indicate its applications to 
other natural resources. It is a matter of common knowledge 
that business premises on central sites in an industrial and 
commercial city command high rents, which diminish as 
the premises are situated farther and farther away from 
the centre. Here the nearness to the central locality cor- 
responds to fertility, because nearness confers many advan- 
tages, such as ability to attract the largest number of 
customers. The buildings further removed from the centre 
are like the less fertile lands. As the demand for business 
premises increases, less and less favourably situated buildings 
are occupied ; or alternatively more and more stories may 
be built on the same spot. But this means greater expense 
and smaller sales, as people would naturally buy on the 
ground floor by preference and comparatively few would 
take the trouble of visiting shops on the upper stories. 
Building more and more stories is thus analogous to working 
the same land more and more intensively. 

7. Rent of ability. An interesting parallel to econo- 
mic rent emerges when we compare the difference in 
earnings as between one man and another, whether in 
business or in any of the professions, owing to difference 
in inborn ability. In so far as the difference in ability is 
due to nature, the larger earnings of the man with superior 
brains are to be compared with the higher rents of the more 
fertile lands and are sometimes referred to as rent of 
ability. (See also 18 below.) 


II. Waces 


8. Definition and scope of wages. Wages are the 
remuneration of labour as a factor of production, or the 
share which labour receives from the national dividend. 
Commonly by ‘wages’ we understand the remuneration of 
hired labour. Strictly speaking, however, wages must be 
regarded as ‘the remuneration to labour whether hired or 
not. Even independent workers like peasant proprietors 
and handicraftsmen receive wages. These form part of their 
total returns, although mixed with what they receive as 
interest on capital and as profits for the labour of 


A 


Ay 
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organization, etc. On the same reasoning, the earnings of 
professional men like barristers and doctors partly consist of 
wages. y 

RELATIVE WAGES 

9. Nominal and real wages. Wages are not the same 
in different occupations. A High Court Judge, for example, 
receives very much higher wages than a clerk or a factory 
worker. 

We shall in this connexion consider the distinction between 
nominal and real wages. If we merely consider the reward 
of labour that is received in the form of money, we are 
thinking of nominal wages. Real wages, on the other hand, 
refer to the income of the worker in terms of real benefit. 

(i) To arrive at real wages we must first of all consider 
the purchasing power of money. It is easy to see that the 
real benefit to the worker depends not on the money he 
receives but on the amount of goods and services he can 
purchase with it. A rise or fall in the price level, especially 
as regards the goods consumed by the working classes, is 
clearly significant from the point of view of the workers’ 
welfare. To ascertain real wages we must compare the cost 
of living with nominal wages. During the war, for 
example, the cost of living increased owing to a sharp rise 
in prices, and although nominal wages also increased, real 
wages for a time declined as the rise in prices was greater 
than the rise in the nominal wages. Today, on the other 
hand, the fall in the price level and the cost of living being 
greater than that in nominal wages, real wages of labour 
have in general increased (though the volume of employ- 
ment has diminished owing to the depression). 

(ii) Secondly, we must make allowance for any other 
benefits received by the worker, such as free board and 
lodging (for example, in the case of domestic servants) or 
the right of grazing in the case of farm labourers, or the 
pensions received by public officials. 

Even after making all these allowances we shall find that 
the wages in the various occupations differ. The following 
are some of the factors which account for the variations. 

Gii) Trade expenses—Trade expenses are high in some 
occupations. In others there may be no trade expenses or 
they may be comparatively moderate. The carpenter 
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‘working on his own account must spend money on tools, the 
‘barrister must maintain an establishment. The factory 
worker, on the other hand, has generally no such expenses. 

(iv) Expenses of pre paration.—Occupations which require 
a long and expensive training (e.g. medicine) will get com- 
paratively higher rewards, as without them the necessary 
expense and trouble would not be incurred. 

(v) Uncertainty of success—A higher speculative reward 
‘may really be equivalent to a smaller but certain reward. 
Some people are attracted by the possibility of very high earn- 
ings. Others are attracted by a modest but certain income. 

(vi) „Irregularity of employment—The employment of 

labour is seasonal in some trades (agriculture, building) and 
irregular in others (dockyards, fishing). In such cases the 
high wages during the period of activity are due to the fact 
‘that there is no work for part of the year. 
» (vii) Opportunities of supplementary earnings—These 
must also be considered, especially if we regard the family 
as the wage-earning unit. For example, in agriculture, 
there is scope for employment of women and children as 
well as adult males and, therefore, the wages of the latter 
are smaller than those, for example, of dockyard workers 
‘who have no comparable opportunities for adding to the 
family income. 

(vii) Strain of work—The higher remuneration in. some 
trades (e.g. metal casting and metal grinding) is due to the 
specially exhausting character of the work. 

(ix) Incidental advantages and disadvantages.—At least 
a partial explanation of differences in wages is afforded by 
the consideration that some occupations are naturally healthy 
and others must necessarily have a prejudicial effect on the 
‘physique of the workers. The miner working underground 
is naturally at a disadvantage compared with the farm 
labourer working in the open air. Again, sometimes it is 
a question of social status. The so-called soft-handed 
‘occupations generally enjoy a higher status and attract a 
large number of people even when the wages in the manual 
occupations may be higher. 

Another important reason for the disparity of wages as 
between one occupation and another is the lack of free 
choice of occupation and of vertical mobility of labour. 
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GENERAL WAGES 

10. The subsistence theory of wages. We will now 
consider the causes which affect the general rate of wages 
or causes which determine the*share of labour as a factor 
of production. 

The subsistence theory, also called the Iron Law of 
Wages, first propounded by the Physiocrats, states that, just 
as the normal value of a commodity under free competition 
is determined by its cost of production, so the value of the 
commodity, labour, is determined by its cost of production, 
i.e. the minimum subsistence expenses required for the 
support of the labourer and that of his family in order 
to ensure a continuous supply of labour. If wages exceeded 
this minimum, population would increase and with it the 
supply of labour, until wages were again at bare subsistence 
level. If, on the other hand, wages fell below the level 
there would be a reduction in population and therefore in 
the supply of labour, until wages were again raised to the 
subsistence limit. Thus this theory came to be bound up 
with the Malthusian doctrine of over-population. Lasalle 
used the subsistence theory in support of the socialistic con- 
tention that under capitalism wages could not go higher than 
the subsistence level, the employers appropriating the whole 
of the surplus product created by labour. He gave a new 
title to the theory, namely, the Iron or Brazen Law of Wages, 
because of the supposed absolute rigidity of wages. This 
theory is no longer accepted because we now know by experi- 
ence that a rise in wages is not necessarily cancelled by an 
increase in population. Some of it may be absorbed by a 
higher standard of life being established which will powerfully 
influence the rate of wages in future. Again, it is quite 
possible that by Trade Union action labourers may at least 
temporarily obtain wages higher than the subsistence level. 

On the other hand, when starvation is the only alternative, 
wages below subsistence level may be accepted by the workers. 
Adam Smith, who assents to the subsistence theory, himself 
asserts that employers will give no higher wages than their 
present interests compel them to. During the last hundred 
years or so, real wages have undoubtedly increased in the 
progressive countries of the west and have placed not only 
necessaries for efficiency but also not a few comforts and 
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even luxuries at the command of the working classes. In 
the modern statement of the wages problem, the subsistence 
theory is transformed into the standard of comfort theory, 
wages being regarded as determined by the standard of living 
of the particular class to which a labourer belongs. This 
is, however, an abandonment of the subsistence theory rather 
than an amendment of it. Even in this form the theory is 
not free from difficulties, The conception of a living wage 
is very elastic and varies considerably even as regards workers 
in similar occupations, Moreover, the labourer cannot always 
stick to his standard of life when he has to choose between 
a lower standard and Starvation. Further, if we regarded 
the standard of life as the cause and wages as the effect, 
it would follow that the labourer has only to adopt a high 
standard of living to secure high wages. Obviously this is 
not possible unless his efficiency is so increased as to admit 
of the high wages. In short, the fundamental defect of the 
theory is that it restricts itself to the supply side of the wages 
Problem, ignoring altogether the demand side. The cost 
Price of labour is a factor only indirectly determining the 
value of labour, the more positive factor in this case—as 


in that of the general theory of value—being the demand 
factor. 


The subsistence theory, however, does contain an element 
of truth. It rightly points out that wages cannot for long 
fall below a certain minimum limit if the supply of Jabour 
1s to be maintained. Further, conditions may sometimes arise 


under which wages are largely determined by mere level of 
subsistence, as in India at present.t 


1 Another theory which held the field for quite a long time was 
the Wages Fund theory, which applies the demand and supply 
theory of value to wages. It is an improvement over the subsistence 
theory in so far as it allows for the factor of demand which, a 
We saw, was neglected by the earlier theory. According to this 
theory, at any given time a certain wages fund is available, i.e. a 
determinate amount of capital unconditionally destined for the 
Payment of labour. There is similarly a determinate number of 
labourers who must work, whatever the wages. The wages fund 
divided by the number of workers gives us the level of wages. 

he „Wages fund thus constitutes the demand for labour, and the 
working Population the supply of labour, and the coun a 
distributed among the latter solely under the rule of competition. 


Me 
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11. The marginal productivity theory of wages. 
The earlier theories already considered were particularly 
defective in that they did not consider the influence of effici- 
ency or productivity of labour in determining wages. 

The marginal productivity theory is much more satisfactory 
in this respect. A more optimistic turn was given to the 
wages theories, as it was shown that labour’s reward depended 
upon its efficiency and varied in proportion to it. The 
central idea of the marginal productivity theory of wages 
is that wages are determined by the productivity of labour. 
The theory may be stated thus: 

In every business concern there is a point beyond which 
it will not pay the entrepreneur to engage more labourers. 
At this point there is a certain product ascribable to labour. 
Wages tend to be equal to this marginal product, i.e. the 
product of the least productive worker. The last labourer 
employed produces just enough to cover his cost to the 
employer. All the labourers being assumed to be of the same 
quality, they will all receive the same wages, i.e. the wage 
representing the product of the marginal labourer. By the 
law of substitution, employers will take on workmen so long 
as wages can be paid from the price of their joint product 
and still leave normal profits and interest on capital. Com- 
petition will ensure that not less than this marginal. product 
will be paid to labour, for then capital would enjoy more 
than marginal gains and would demand more and more 
labour to reap further gains. This competition for labour 
would raise wages until no special gain was to be made 
by its further employment. The marginal productivity 
theory explains the phenomenon of wages on the same lines 
as the marginal utility theory explains the phenomenon of 
value in general, and needs to be supplemented in the same 
manner, i.e. by bringing the supply side into equal prominence 
with the demand side. Wages, that is to say, must not only 
A natural corollary from this theory is that wages can rise only 
under two conditions: either the labourers must restrict their 

increase. The latter is not 


numbers, or the wages fund must 
controlled by the workers, and the lot of the workers therefore 


depends on their numbers. This theory has now been discarded, 
its most serious defects being that it ignored one vital element in 


the wages problem, the productivity of labour. 
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be the monetary equivalent of the marginal productivity of 
labour but must also be equal to the cost of production of 
labour as determined by the standard of living. We assume 
that the labourer is prepared to take whatever action may 
be necessary to maintain his standard of living, so that enough 
can be earned for making a certain standard of life possible. 
If necessary, he will refuse to marry and bring up a family. 
The supply of labour will in this way diminish and wages 
will rise until they cover the cost of production (as deter- 
mined by the standard of living), and at the same time 
express the productivity of labour at the margin. 

In actual experience wages may differ from their level as 
determined by strict theory, because the assumptions on which 
the theory rests are incompletely realized in practice. We 
have to reckon with any number of disturbing influences 
which we conveniently bring under the term of ‘economic 
friction’. These include such things as the imperfect mobi- 
lity of capital and labour, the influence of custom and law 
and of Trade Union action, and so on. For practical pur- 
poses, the utmost that we may grant is to say that the marginal 
Product tends to regulate wages without determining their 
Precise magnitude at any given time. In proof of this we 
can cite the fact that while conditions of production are 
constantly changing and therefore the margin is constantly 
shifting, wages change comparatively very slowly. If this is 
So in advanced societies, much more is it necessary to re- 
member the small practical utility of the conception of 
marginal productivity in determining wage policies in an 
undeveloped economy such as that of India. 


III. INTEREST . 


12. What is interest? We have seen how capital is 
one of the essential factors of production. The share allotted 
to it as its remuneration is called interest, which is generally 
Stated as a percentage per annum on the amount lent. 
Interest may be described as the price for the use of capital. 
The higher the rate of interest, the greater the supply of 
capital and the lower the demand for it; the lower the rate 


of interest, the smaller the supply and the greater the 
demand. 
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13. How interest is determined. In i 

mined by the interaction of supply and dimand'in ihe sass 
manner. We have already examined the forces governin 
the supply of capital. The total demand for capital is ate 
up of (i) demand for productive purposes (e.g. purchase 
of a plough or bullocks for agricultural purposes), and (ii) 
demand for unproductive purposes (e.g. for meeting the 
expenses of a funeral, or when the State raises loans for 
carrying on a war). 

But in normal times, in modern advanced countries, capital 
is mostly borrowed for productive employment and the pro- 
ductivity of capital is thus one of the principal determinants 
of its value, i.e. of the rate of interest. 

Demand side—Capital earns interest because more wealth 
can be produced with its aid than without. Borrowers of 
capital are prepared to pay interest because they realize its 
utility to themselves. The amount of capital available at 
any given time is limited, and competition among borrowers 
for this limited amount compels them to pay interest. This 
is the demand side of the matter. 

Supply side—The saving of capital, as already shown,? 
involves the effort of postponement or waiting. During the 
period that capital is employed in further production of 
wealth, the capitalist denies himself the use of so much wealth 
in immediate consumption. Unless he receives some com- 
pensation (as interest), he would not undergo whatever ` 
sacrifice is involved in this forbearance. This is the supply 


side of the matter. 


14. Marginal theory of value and interest. Look- 


ing upon interest as a part of the problem of value, it can 
be explained in terms of the marginal theory. Among the 
whole body of investors or lenders, there are some who are 
more willing to lend or invest and therefore contented with 
a lower rate of interest; and there are others who are less 
willing and who therefore require the inducement of a higher 
rate of interest. The aggregate amount of capital demanded 

ithout the co-operation of the less 


cannot be made up wi } 
willing as well as the more willing. Under these conditions, 
so far as the supply side is concerned, the marginal investor’s 
rate will be the market rate of interest. 


1See ch. vi, 6. 
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Similarly, among the borrowers there are some who are 
more anxious to borrow and therefore prepared to pay a 
higher rate of interest, and there are others who are not 
quite so anxious and who will therefore offer a lower rate 
of interest. Under these conditions, so far as the demand 
side is concerned, the market rate of interest will be fixed 
by the marginal borrower, 

The rate of interest will thus represent the coincidence of 
(i) marginal demand (or marginal utility, or marginal pro- 
ductivity) with (ii) marginal supply (or marginal cost of 
production). 

15. Gross interest and net interest. We have already 
learnt that in the same market at the same time there cannot 
be more than one price for the same commodity. So that 
where capital can be easily shifted from one use to another, 
it ought to yield the same interest in every use. If in one 
case it yields, say, 6 per cent and in another 10 per cent 
its supply will decrease in the first use and increase in the 
second. The rate will go up in the first and go down in the 
second, and eventually a uniform rate of, say, 7 per cent 
will be established in both the uses. In actual experience, 

owever, we find that the yields in different kinds of invest- 
ment vary. This we explain by saying that the net interest, 
le. the return for the use of capital as such, is the same 
An every ca‘e—the variation being due to such elements as 
More or less risk, greater or less inconvenience, and more 
or less labour of management. If by investment in Cash 
Certificates we get, say, 2 per cent and on bonds issued by a 
municipality we get 6 per cent, this is because the security 
in the first case is greater than in the second. Assuming 
that the average investor regards investment in Cash Certi- 
ficates as perfectly safe, the 2 per cent yield on them will 
stand out as net interest. The 6 per cent derived from the 
municipal loan would be accounted for thus: 


2 per cent net interest 
4 per cent insurance for risk 


Total: 6 per cent 


The sahukar or the pawnbroker lending small amounts 
to numerous clients charges comparatively heavy rates. An 
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important reason for this is the natural desire of the lender 
to recompense himself for the extra risk and the extra worry 
involved in realizing petty amounts from a large number of 
impecunious and improvident borrowers. 

A reference may again be made in the present context to 
the conception of liquidity-preference put forward by Lord 
Keynes!. The rate of interest must depend among other 
things, on the amount of money seeking investment at any 
given time. This in turn will depend on how much money 
is required by its possessors to be held in cash rather than 
tied up in investments of longer or shorter duration. The 
term ‘liquidity-preference’ as we have seen, stands for pre- 
ference for cash holdings as against investments. The greater 
the liquidity-preference, the smaller the amount of loanable 
money and therefore the higher the rate of interest. The 
rate of interest in its turn will react on liquidity-preference 
because if it is high, liquidity-preference will be low, and if 
it is low, liquidity-preference will be high. 


IV. Prorits 


16. Analysis of gross profit. The remuneration to 
the entrepreneur (organizer, enterpriser, or venturer) who 
supplies the fourth factor in production, namely organization, 
is called profits. The work of organization consists, as we 
have already said, in (i) the efficient grouping of the other 
three factors of production, land, labour and capital, and 
(ii) taking the risk associated with business enterprise. 

In ordinary language, by the term ‘profits’ we simply 
mean in a loose manner the excess of money return over 
money. costs (gross profit). And the money cost may some- 
times not include all the other elements that must strictly 
speaking be allowed for in calculating the amount which 
remains as profits. Those who have organized a business 
and are running all the risks in connexion with it may have 
themselves contributed some of the necessary (i) ‘land’ 
natural resources; (ii) capital; and (iii) labour (labour of 
directing, inspecting, management—work for doing which 
they might have had to pay a salary to an outsider). From 
his gross receipts the entrepreneur must deduct the returns 


See ch, viii, 17. 
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attributable to (i), (ii) and (iii) because these are not 
profits proper, but rent, interest and wages of management 
respectively. 

Other items that must be deducted from gross profits are 
depreciation, maintenance and insurance (against fire, burg- 
lary, etc.). 

17. Net or pure profit. What remains after all these 
deductions are made can alone be called ‘profits’ (net or 
pure profit), if we wish to use the term scientifically and 
accurately. Profits proper are, as already stated at the very 
outset a return for the work (whoever does it) of (i) direct- 
ing and organizing the business, and (ii) taking the risk 
of loss. Some risk is of course always inherent in modern 
business, because the goods produced may after all not 
be wanted by the public or the prices may turn out to be 
lower than expected and so on. The entrepreneur can insure 
his business against some of the risks, and in this case, the 
premia he pays to the insurance companies will figure as 
part of the cost he has undergone. But there are always 
other risks which cannot possibly be insured against. The 
Position of the employer is different from that of the owners 
of the other factors which he hires and employs, Whether 
he gains or loses, he has to pay the rent and interest and 
wages for the use of these factors. He has to pay for the 
services of these factors before he has marketed the goods 
and knows whether he has made a profit or a loss. He takes 
for himself whatever surplus remains after the payments to 
the other three factors have been made. Hence he is some- 
times described as the residuary legatee. One of the principal 
Points which distinguishes profits from payments to land, 
labour and capital, is that, whereas rent, wages and interest 
are comparatively fixed and certain, profits are fluctuating, 
uncertain and speculative. 

_ 18. Profits and costs of production. Do profits enter 
Into cost of production and therefore determine the price 
of goods? The answer to this is that normal profits or profits 
earned by the representative (or average) firm in a business 
do enter into the cost of production. Average ability of 
management and other average advantages are here assumed. 
Where the ability or other advantages are exceptional, a 
surplus over marginal profits will be enjoyed. This surplus 
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due to superior capacity, superior luck or superior opportu- 
nity is of the nature of rent. We may say that the position 
of the entrepreneur or firm which is below the average has 
no significance in fixing the price because such businesses will 
sooner or later be pushed out in competition with their 
better-placed rivals. 


SUMMARY 


The problem of distribution requires an answer to the following 
three questions: (i) How much is there to be distributed? (ii) 
Among what factors is it distributed? (iii) On what principles is 
it distributed? 

The answer to (i) is that the national income or national 
dividend, which is the aggregate of goods and services produced 
in a year minus the cost of replacement and renewal of capital 
is what is available for distribution. 

The answer to- (ii) is: Land (rent), labour (wages), capital 
(interest) and organization (profits). 

The answer to (iii) can be given on the lines of the general 
theory of value, by saying that each factor tends to get a share 
representing its marginal efficiency. 

Distribution depends on a series of bargains which those who 
organize industry or business enter into with the suppliers of land, 
labour and capital respectively. 

The extreme poverty of India is brought out clearly by the various 
estimates of the national income made from time to time, as also 
by a comparison with some of the advanced nations of the world. 
Besides low production, India also suffers from uneven distribution 
of wealth, although this inequality is not so pointed as in the 
western countries. N) 


I. RENT 


Economic rent should be distinguished from contract rent actually 
paid for the lease of land by tenant to landlord. The latter often 
includes other elements such as interest on capital, and may be 
influenced by monopoly, custom and philanthropy. 

The theory of (economic) rent is best illustrated with reference 
to land. At any given time lands are graded into more paying and 
less paying. We first employ the better lands, and when more 
of the product is required, we obtain it in one or two ways: (i) 
cither by working the same land more intensively, or (ii) by 
having recourse to inferior lands. In either case the return for 
a given outlay of capital and labour goes on decreasing; or in 
other words the cost of production goes on increasing. The price 
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obtained must be such as to cover the highest cost. Otherwise 
it would not be incurred. It must cover the cost of cultivation 
at the margin (extensive or intensive). When the price obtained 
is higher than is needed to cover the cost in connexion with the 
employment of capital and labour, a surplus which is called rent 
is left above the margin. 

The least profitable land in use is called the marginal or no-rent 
land. Rent is said to be something differential because it measures 
the difference between income from the marginal land and that 
from the lands above the margin. Being itself the result of price, 
rent cannot be one of the component clements of price. 

The theory rent can be shown to apply to building-sites, etc. 
As lands differ from one another in point of fertility so men differ 
in point of ability. The larger earnings of the more capable man 
as compared with the earnings of the less capable man contain an 
element of rent which may be called rent of ability. 


II. Waces 


Wages are the remuneration of labour, usually of hired labour. 
The term ‘wages’ in Economics has a wider scope than in popular 
usage, and includes salaries as well as part of a composite income 
received by independent workers such as the professional classes, 
Peasant proprietors and artisans. 

The theory of wages has two aspects: Relative wages, and 
General wages. 

Relative wages——Wages are different in different occupations 
partly because of the causes underlying the distinction between 
nominal and real wages and partly because choice of occupation 
is not free. Nominal wages mean the money wages received by 
the labourer, while real wages refer to the real income or real 
worth of his labour in terms of necessaries, comforts and luxuries. 
Real wages depend upon the following factors: the purchasing 
power of money, existence of other forms of payment besides 
money payment, differences as regards expenses of previous prepara- 
tion, degree of uncertainty of success, regularity or irregularity of 
employment, opportunities of supplementary earnings, strain and 
stress of work, and incidental advantages or disadvantages, ©-.8- 
higher or lower social status, etc.). 

_ General wages—The main theories dealt with are (i) the Sub- 
sistence Theory; and (ii) the Marginal Productivity Theory. 

(i) The subsistence theory (also called the Iron Law of 
Wages) .—Wages according to this theory are determined by the 
cost of subsistence of the labourer and his family and cannot in 
the long run either fall below this minimum or exceed it. 

This theory neglects the possibility of a check to population in 
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a progressive society in order to maintain a higher standard of 
life. It is not supported by actual facts, which show an improve- 
ment in the standard of life of the worker in the west. A modern 
refined version of the theory is the standard of comfort theory 
of wages. But in the new as well as in the old form, the theory 
is open to the objection that it neglects altogether the demand 
side of the wages problem. 

(ii) The marginal productivity theory.—This theory supplies a 
serious deficiency in the earlier theories and duly stresses the 
influence of productivity of labour. The best known among the 
various productivity theories is the one which applies to the concept 
of marginal utility to labour. If this theory is amended so as to 
bring the supply factor of labour into sufficient prominence it may 
be allowed to pass as the most acceptable theory. We must, how- 
ever, remember that wages as actually paid are determined by a 
multitude of factors, such as Trade Union action, public opinion 
and custom. ‘The practical value of the conception of marginal 
productivity is very limited and it affords little guidance in shaping 
wages policies, particularly in a backward economy such as that of 


India. 
III. INTEREST 


Interest is the remuneration or the price for the services of 
capital. The supply of capital involves the effort of abstinence or 
waiting which would not be forthcoming without the inducement 
of interest. The demand for capital is based upon its uses in 
production (some of the demand is also for unproductive purposes). 
The rate of interest represents the coincidence of marginal demand 
for, and marginal supply of capital. Net interest tends to be 
uniform in all uses of capital. Gross interest is made up of net 
interest plus an addition which may be necessary to cover extra 
risk, labour or inconvenience. 


IV. Prorits 


Profit is the remuneration to the organizer, being the reward for 
his work of bringing together and co-ordinating the other three 
factors of production and assuming risks which are inseparable from 
business. 

Profits as ordinarily understood are gross profits, and contain, 
besides pure or net profit, other elements such as interest on capital, 
rent on land and the wages of labour (superintendence) supplied 
by the organizer himself. Allowance must also be made for 
depreciation, maintenance and insurance. 

The entrepreneur may be regarded as a ‘residuary legatee 
entitled to the surplus, if any, left after all the other shares (wages, 
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interest and rent) have been paid off. Profits, therefore, unlike 
the other shares, are necessarily fiuctuating and uncertain. 

Profit made by the average or representative firm may be called 
normal profit. This enters into the cost of production because 
production would not be continuous unless the price covered normal 
profit as well as other costs. Extra profits (ic. over and above 
normal profit) made by the superior firms, conducted by men of 
exceptional abilities, are, however, of the nature of rent (rent of 
ability) and do not enter into costs of production. 


QUESTIONS 


1. State in general terms the problem of distribution. Explain 
in this connexion the concept of national dividend. 


I. Rent 
2. Explain the distinction between contract rent and economic 
rent. Give illustrations. 
3. Explain as clearly as you can the Ricardian theory of rent. 
4. Show by: means of a diagram how rent arises and is 
determined, Indicate its relation to price. 
5. Indicate the application of the theory of rent to urban sites. 


II. Waces 


6. Explain fully the difference between nominal and real wages. 

7. Why do wages differ from occupation to occupation? 

8. Discuss the subsistence theory of wages. Is it the same as 
the Iron or Brazen Law of Wages? f 

9. In what respects do you consider the marginal productivity 
theory of wages more satisfactory than the earlier theories? 


III. INTEREST 


10. What is the difference between gross and net interest? 
Show how the latter tends to equality. 

11. Account for the fact that while the Government of India 
was able to borrow in the year 1938 at 234 per cent, and the Bank 
Rate was 3 per cent, the peasant in the rural areas had to pay 12 
to 18 per cent and even higher rates of interest. 

12. Explain how interest is determined. Explain in this con- 


nexion the term ‘liquidity preference’. 
IV. Prorits 


13. What deductions would you make from gross profits, in 
order to arrive at net profits? 


14. Consider whether profits form part of the cost of production. 
15. Show how far net profits are of the nature of rent. 
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Chapter XII 
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WELFARE WORK AND 
LEGISLATION 


I. WELFARE Work 

1. Welfare work. We have already shown that th 
Industrial Revolution and the factory system created new 
conditions of life and labour, especially in towns, and in 
many ways placed the worker in a position of disadvantage.? 
Various attempts have been made to improve the conditions 
of employment and promote the well-being of industrial 
workers. These may be considered under the two main 
heads of Welfare Work and Labour Legislation, although 
they are closely interrelated. 

Welfare work has been variously defined. One definition 
confines it to voluntary efforts on the part of the employers 
to provide the best conditions of employment in their own 
factories. A definition more generally accepted includes 
within the scope of welfare work ‘all efforts which have 
for their object the improvement of the health, 
general well-being and the industrial efficiency 

These efforts may be made by the e 
or the State, or the employees themse 
their own associations like Trade 
agencies like the Social Service League in Bombay, Madras 
and Bengal, the Seva Sadan Society, Infant Welfare Associa- 
tions, missionary societies, the Y.M.C.A., etc. From one 
point of view these activities may be regarded as humani- 
tarian, aiming at the welfare of the industrial population, 
From the narrow and purely utilitarian point of view, so- 
called welfare work may be regarded as ‘efficiency work? 
having a directly favourable reaction on the physical 
contentment and efficiency of the operatives, Welfare work 
may also be considered as a means of developing a sense of 
responsibility and dignity amongst an illiterate class of 
workers (as in India) and making them good citizens, 

Welfare work, especially in regard to the Proper utilization 
of leisure time, has been neglected in the past by the employers 

1Sce ch. ii, 
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_ of,Jabour, but as a result of growing industrial unrest, it is 
“now, receiving greater’attention. The increasing interest taken 
by modern states in«general welfare, the growth of a vigorous 
Trade, Union movement among the workers, and the pro- 


f Ì #eress made by social agencies have contributed to the same 
“wresulte"This tendency is in evidence in India also. 


Enlightened employers of labour like Tata Sons Ltd., 
municipalities like the Bombay Corporation, Port Trusts and 
public utility services, especially railways, are taking steps 
to promote the welfare of their employees. The advent of 
the Congress Ministeries in several provinces in India created 
a new interest in the problems of welfare work. The Gov- 
ernment of India has recently been paying considerable atten- 
tion to welfare activities. For instance, directives have been 
issued to all employing departments to constitute labour. wel- 
fare funds in government undertakings and a Central Social 
Welfare Board has been created in the promotion of social 
services. Welfare work is also now being directly conducted 
by several State Governments. j 

2. Items of welfare work. (i) Education—The 
value of educating children and adult operatives in day and 
night schools, and the importance of provision of reading- 
rooms and libraries for their benefit, can hardly be exagge- 
rated. au he illiteracy of the Indian worker lowers his standard 
of efficiency. For example, the illiteracy of the worker makes 
it difficult for him to understand the details of the technical 
processes with which he is concerned in a modern factory. 
It also lays him open to unfair treatment or deliberate dis- 
honesty on the part of an unscrupulous employer, e.g. in 
calculations of what may be due to the worker under a piece- 
work system. (ii) Medical aid—The provision of facilities 
for medical attendance both in the factories and in working- 
class quarters is a matter of vital importance and has a 
great bearing on the health, happiness and efficiency of the 
workers. Adequate provision of lady doctors is also neces- 
sary to attend to the requirements of the women workers. 
(iii) Maternity benefits—In the interest of women workers 
and their children, western countries have introduced mater- 
nity benefits and prohibition of employment of women for 
some period before and after child-birth. The fact that 
women workers in India are also domestic drudges makes 
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similar legislation here all the more important. Maternity 
Benefits Acts are now in operation in several States (e.g. 
Bombay, Madras, Bengal, Uttar Pradesh and Madhya Pra- 
desh). (iv) Recreation—The value of recreation in the hum- 
drum life of the average industrial worker hardly needs to 
be specially stressed. Anything should be welcome that 
adds a little colour to his life. It is also important to induce 


~ the worker to utilize his spare time so that he is kept away 


from the liquor-shop and the bucket-shop. Recreation 
implies provision for outdoor sports, indoor games, entertain- 
ments such as cinema shows, lantern lectures, concerts and 
dramatic performances, wrestling-matches, excursions, etc. 
(v) Housing—One of the biggest problems in industrial 
centres is connected with the housing of labour. Most of the 
industrial towns have their slums where there is terrible over- 
crowding and congestion and where filthy and insanitary 
surroundings prevail, as in the case of the single-room chawls 
in Bombay. Here the majority of the workmen are not so 
much housed as warehoused. It has been well said that 
‘good houses mean the possibility of home life, happiness and 
health; bad houses spell squalor, drink, disease, immorality, 
crime, and in the end demand hospitals, prisons and asylums’. 
Insufficient and bad housing is also one of the factors respon- 
sible for industrial unrest and low efficiency of workers. The 
Government, Improvement Trusts, municipalities and indi- 
vidual employers have made some efforts to remedy this 
serious defect in industrial towns in India. But much more 
will have to be done before we can be said to be anywhere 
near a satisfactory solution of the problem. (vi) Other items 
—Other items of welfare work include Co-operative Societics 
for industrial workers, cheap grain and cloth shops for their 


benefit, and the provision of tea shops, canteens and creches 
in factories. 


II. LABOUR LEGISLATION 


3. Need for labour legislation. The various evils of 
modern industrialism and the factory system—long hours of 
work, particularly for children and women, insanitary and 
otherwise unsatisfactory conditions of work in the factories 
absence of protection against dangerous trades and aura 
pensation for injuries received during the course pe 
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employment, the truck system (paying wages in kind) —first 
appeared in England in the wake of the Industrial Revolu- 
tion. They were for a long time left unremedied, because in 
the first place there was widespread public ignorance of their 
existence. Secondly, even when they came to light, Parlia- 
ment was reluctant to intervene owing to the predominance 
of the laissez-faire philosophy so fervently preached by the 
classical economists. The capitalists and manufacturers were 
naturally averse to any regulation, and stood out for full 
freedom of enterprise. Gradually, however, the public con- 
science was aroused in the matter and it was realized that 
a policy of laissez-faire was unsuitable when applied to 
children and women and in gencral to the individual factory- 
worker or wage-earner who, left to himself, was far too 
weak to protect himself. Philanthropists, social reformers 
and socialists all joined a strong and persistent agitation 
asking for state intervention, which was also favoured by 
the growing Trade Union movement, The rise of the Labour 
Parties, the awakening created by the 1914-18 war and the 
establishment after the war of the Intenational Labour 
Organization (1919) as a branch of the League of Nations 
have all helped the cause of labour legislation! In India 
also these forces have been felt in recent times, and labour 
legislation has made considerable headway. Modern labour 
legislation covers a wide range of subjects, some of which 
are reviewed below. 

4. Factory Acts. Labour legislation in England began 
with Factory Acts, which regulated the employment of 
children and women by imposing restrictions on the age of 


1 The International Labour Organization is now linked with the 
Social and Economic Council of the United Nations. The I.L.O. 
seeks to advance labour interests in different countries mainly by 
adopting Labour Conventions. The member states are expected to 
give effect to these Conventions as far as their conditions permit. 
Much legislation has thus been introduced at the instance of the 
I.L.O. by the various countries and India can claim to have made 
an honest effort to respect the recommendations of the I.L.O. as 
far as Possible. The feeling has latterly been growing that a 
special organization js necessary for dealing effectively with the 


labour problems of Asian countries which are different from thosc 
of the countries of Western Europe. 
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employment of children and on hours of work of 
children and women. Later on the employment of w 
underground in mines, and during the night, was prohibited. 
Certain precautions for the safety of the operatives during 
work, such as the fencing of machinery, ctc., were also 
prescribed, and factory inspectors were appointed to enforce 
the provisions of these Acts. For a long time no attempt 
was made to limit the hours of work of adult males, as it 
was thought that they could very well look after themselves, 
especially as collective bargaining was rapidly replacing 
individual bargaining. The limitation of hours of work 
of children and women, however, indirectly led to that of 
the hours of work of men, because in many trade 
children and women were employed the 
to men, and also because of the 
Modern Factory Acts contain 
hours of work, holidays, 


both 
omen 


s where 
ir help was essential 
influence of example. 
elaborate provisions about 
rest pauses, shift systems, sanitary 
arrangements and fencing of machinery; and they have 
undoubtedly succeeded in greatly improving the inhuman 
conditions that prevailed in the carly days of the factory 
system in England and other countries which came under 
the influence of the Industrial Revolution. The successive 
shortening of the working day has not justified the fears of 
the employers, who apprehended a reduction in 
On the other hand, there has be 
working-class ideal today is an 
been already realized partially in Great Britain. If introduc- 
ed gradually there is much to be said in its favour from the 
point of view of both employer and worker, Anyhow, the 
demand of the worker for reasonable and ‘cultured? Je 
is becoming irresistible, 

5. Workmen's Compensation Acts. 
important direction in which labour legislation ha 
is that of compensation to workmen for injuries received jn 
the course of employment. The modern factory and machine 
system of production is liable to produce frequent mishaps 
and accidents. In England the Employers’ Liability Act ote 
1880 and the Workmen’s Compensation Act of 1897 mad 
Provisions for the payment of a scale of compensation, E 
workmen or their heirs in case of fatal injuries. In I din 
the Workmen’s Compensation Act was passed in 1925 x ia 
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en gain in efficiency. The 
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has subsequently been improved by several amending Acts. 
The risk of loss to the employers has been largely covered 
by insurance, the employers paying premia to get their men 
insured against accidents. ‘This legislation has made the 
factory owners more careful about defective machinery and 
about securing prompt medical treatment for injured opera- 
tives. It has also helped to make the labour force more 
stable and more contented. 

6. Sickness and unemployment insurance, old age 
pensions and maternity benefits. The third main item 
of labour legislation relates to provision against other hard- 
ships. A workman may fall sick and in consequence ‘lose 
his wages or even his job, or he may be periodically thrown 
out of employment or become unfit for work through old 
age. Women workers also need to be released from work 
some time before and after child-birth. England and 
Germany have adopted comprehensive schemes of national 
insurance, which have brought about a substantial improve- 
ment in the economic and social status of the worker. The 

. National Health Insurance Act of 1911 in Great Britain, 
administered by the Ministry of Labour through Employ- 
ment Exchanges, provides for the compulsory insurance of 
the worker against sickness and unemployment on a contri- 
butory basis, the employer, the employee and the State all 
sharing the burden thus imposed. The Act was of an experi- 
mental character so far as unemployment insurance was 
concerned and its scope was extended in 1916 and 1920. 
The Old Age Pensions Act of 1908 and 1911 provided for 
the grant of a pension by the State through the Ministry of 
Health to all persons above seventy, provided their means 
were below a certain small minimum. In the interest of 
women workers, most western countries have introduced 
maternity benefits and prohibited the employment of women 
for some period before and after child-birth. 

The first impulse to labour legislation in India came from 
Lancashire which, for purely selfish reasons, brought pressure 
to bear upon the Government of India through the Secretary 
of State to initiate legislation in India on the model of the 
Factory Acts in England. Later, however, the pressure came 
from the labourers themselves and their organizations as well 
as from world opinion reflected in the resolutions of the 


$e 
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International Labour Organization of which India was one of 
the original members. 

7. Legal minimum wage, Truck Acts, etc. Lastly, 
in some countries special legislation has been passed to regu- 
late wages in certain selected industries. For example, the 
‘Trade Boards Act of 1909 in Great Britain provided for 
the fixing of minimum rates of wages in certain ‘sweated? 
trades (such as lace-finishing and ready-made clothing) by 
‘Trade Boards consisting of an equal number of representa- 
tives of employers and employees and some additional in- 
dependent appointed members. The scope of the Act was 
extended in 1913 and again in 1918. The Coal Mines 
Minimum Wage Act of 1912 applied the same principle to 
wages of miners under certain circumstances. In this con- 
nexion, reference may be made to the draft convention on 
the subject of a statutory minimum wage adopted by the 
International Labour Conference in 1928. It contemplated 
the creation of a wage-fixing machinery in the case of trades 
or parts of trades (and especially home-working trades) in 
which no arrangement existed, for the effective regulation of 
wages by collective agreement or otherwise, and wages were 
exceptionally low. It may be added that the wage-fixing 
Trade Boards in Great Britain are set up by the Ministry 
of Labour after a preliminary investigation. In those trades 
where powerful Trade Unions exist they can very well take 
upon themselves the work of Trade Boards. In certain 
countries like New Zealand, Australia, and some States in 
the U.S.A. a general minimum wage has been established 
by legislation. It is obvious that it is by no means easy to 
fix a national minimum wage even for one country, which 
will neither be too low to serve its purpose, nor so high as 
to constitute a serious burden on industries, and which, while 
suiting all industries alike, will adapt itself readily to changing 
social and economic conditions. 

Trucks Acts exist in several countries today prohibiting 
employers from paying wages in kind. Before they were 
passed serious abuses existed. Workers were compelled to 
buy their requirements from the employers’ shops at unduly 
high prices. The quality 6f the goods stocked also left much 
to be desired. The Truck Acts make payment of wages in 
cash compulsory. 
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8. Industrial Disputes Acts. The importance - of 
industrial harmony for the maintenance of industrial pros- 
perity can hardly be overemphasized. Frequent stoppages 
of work caused by strikes and lock-outs inflict injury on 
workers as well as employers, and often cause the most scrious 
inconvenience to the public also. The prevention of indus- 
trial disputes through the agency of sound organizations 
of employers and employees and the conciliation and arbi- 
tration of industrial disputes after they occur are engaging 
increasing attention in the various countries of the world. 
In England the beginning of the policy of regulating indus- 
trial disputes can be traced to the Conciliation Act of 1896. 
Further steps were taken in 1911 and 1919. The Indian 
Trade Disputes Act of 1929 closely follows the English 
model. These Acts establish a machinery for the voluntary 
settlement of industrial disputes and do not provide for 
compulsory arbitration. Public opinion is regarded as the 
decisive factor in settling industrial disputes and the main 
function of the Court of Inquiry, or Board of Conciliation, is 
to help in clear framing and discussion of the issues regard- 
Ing costs, profits and wages. In a few countries, such as New 
Zealand and Australia, provision exists for compulsory arbi- 
tration of industrial disputes, strikes and lock-outs being 
forbidden. The Industrial Disputes Act of 1947 passed by 
the Central Indian Legislature accepts the principle of com- 
Pulsory arbitration. The decisions of the various tribunals set 
up under this Act however were found to be mutually con- 
flicting. Another Act (The Industrial Disputes [Appellate 
Tribunal] Act) was therefore passed in 1950 by which the 
government was empowered to set up a Labour Appellate 
Tribunal to hear appeals from the awards or decisions of the 
Industrial Tribunals’ The Labour Relations Act of 1951 gives 
rather arbitrary Powers to the Government of ending strikes 
by declaring them illegal, workers and their leaders are 
generally opposed to compulsory arbitration on the ground 
that it deprives labour of its only means of ventilating 
grievances. 

The foregoing Survey of labour legislation is a convincing 
proof of the new liberal attitude of the State and of public 
opinion towards the working classes. This attitude is fully 
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justified on the grounds of social and economic 
as well as on humanitarian grounds. 

9. Trade Unions and their functions. We m 
this chapter with a brief description of Trade Uni 
their functions. A modern Trade Union, unlike the 
Craft Guild, is entirely an association of Wage-earners or 
workers in the same or allied trades. It discharges two main 
groups of functions. In the first place, it serves as a Mutual 
Benefit or Friendly Society and pays allowances to its mem- 
bers when in difficulties caused by sickness, accident, un- 
employment, superannuation, etc. It thus tries to make its 
members independent of public or private charity. 

A far more important function performed by the Trade 
Union is that it safeguards and promotes the economic 
interests of its members as against employers. Its chief aim 
is to secure for its members higher wages, shorter hours of 
work, safe and pleasant conditions of work, and to defend 
individual workers from arbitrary and unjust treatment by 
their employers. 

The need for combination among workers and for collective 
bargaining under modern economic conditions is obvious. 
As Marshall puts it, ‘a single large employer is a combina- 
tion in himself’, and unless he is met by a combination of 
workers there is little chance that the worker, bargaining 
in his individual capacity, will secure a fair wage. That 
workers should combine is all the more necessary nowadays 
as employers have their own powerful associations, and there 
is a great deal of justification for the claim made by Trade 
Unions that they make economic friction work for the 
labourer instead of against him. The chief weapon used 
by Trade Unions in discharging this function is the strike, 

Trade Unions also perform a third function, which may 
be called the political function, by financing and running 
electioneering campaigns for securing the election of their 
own representatives to the legislature. 

The modern Trade Union move 
product of the conditions created by 
tion. It was after a good deal of str 
workers that Trade Unions were leg 
State, in England by the Trade Uni 
Trade Union movement in India i 
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and has now the benefit of recognition under the Trade 
Union Act of 1926. It is however handicapped by the float- 
ing character and the heterogeneous composition of the 
labour force, its illiteracy and unwillingness to make regular 
contributions to Trade Union funds and its failure to find 
working-class leaders. 


SUMMARY 


I. WeLFarE Work 


Welfare work and labour legislation are the two principal heads 
under which measures have been taken in various countries in order 
to improve the conditions of employment and promote the well- 
being of industrial workers, 

Welfare work aims at the improvement of the health, safety and 
general well-being of the worker through the agency of the State, 
the employers, the associations of employees called Trade Unions, 
and social agencies, 4 
/ Welfare work includes the following principal items: (i) Educa- 
tion, (ii) Medical aid, (iii) Maternity benefits, (iv) Recreation, 
(v) Housing, and (vi) Provision of cheap grain and cloth shops, 
canteens, creches, etc, 


II. Lasour LEGISLATION 


The principal evils of the modern industrial system, such as 
unduly long hours of work, exploitation of the labour of children 
and women, intolerable conditions of work in factories, and absence 
of any systematic relief to workers in times of economic stress, were 
for a long time left unredressed. Owing to the spread of better 
knowledge about the abuses of the factory system, the quickening 
of public conscience and more effective labour organization, it has 
been possible to impose a considerable check on these evils through 
suitable labour legislation. 

The main items of labour legislation are: (i) Factory Acts; (ii) 
Workmen’s Compensation Acts; (iii) Sickness and Unemployment 
Insurance, Old Age Pensions and Maternity Benefit Acts; (iv) 
Legal Minimum Wages and Truck Acts; and (v) Industrial Dis- 
putes Acts. 

(i) Factory Acts regulate the hours of work, age of employ- 
ment; lay down rest pauses, holidays, conditions in factories and 
mines, and prohibit the employment of children and women in 
certain trades (e.g. for underground work in mines) and during 
certain hours (at night). 


(ii) Workmen’s Compensation Acts make the employers liable 
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for injuries received by workers in the course of employment, and 
provide for a scale of compensation according to the nature of the 
injuries received. 4 à 

(iii) The third main item of labour legislation is the statutory 
provision against certain disabilities to which the worker is exposed, 
such as sickness, unemployment, old age, and, in the case of 
women workers, child-birth. National insurance schemes on a con- 
tributory basis have been introduced in Great Britain and Germany 
to deal with sickness and unemployment, Old age pensions are paid 
by the State in a few countries. Maternity benefits are provided 
for by legislation or otherwise in many countries. 

(ix) In some countries minimum wages have been prescribed 
by law, and representative Trade Boards have: been established for 
fixing wages in sweated industries where, owing to lack of labour 
organization, excessively low wages ‘prevail. A general (national) 


legal minimum wage has been adopted in a few countries like 
New Zealand and Australia, 


QUESTIONS 


1. Give a clear definition of welfare work 
agencies through which it is carried on. 


2. What are the principal items of welfare work? Give Indian 
examples, 


3. Examine the evils of modern 


» its objects, and the 


industrialism and the factory 
ervention of the State to safe- 


5. Indicate the scope of Fac! 


6. How are industrial disputes settled? 


Chapter XIII 
PUBLIC FINANCE 


1. Nature and divisions of public finance. Public 
finance is concerned with ‘income and expenditure of public 
authorities, and with the adjustment of the one to the other’.' 
There are two main divisions of Public Finance, (i) Public 
Income or Revenue; and (ii) Public Expenditure. Two 
more branches may be added to these: (iii) Public Credit 

“or Debt; and (iv) Financial Management or Administra- 
tion. In this chapter it is proposed to deal with Public 
Revenue, Public Expenditure, and other functions of the 
State. With the growing activities of the State the principles 
and problems of public finance are naturally receiving in- 
creasing attention at present. + 

Public finance differs from private finance. While in 
private finance the individual has to adjust his expenditure 
to his income, which is fixed, in public finance, the State 
first estimates its expenditure and then arranges to raise 
funds sufficient to meet public needs conforming to a certain 
level of urgency. 

We cannot, however, draw a hard and fast line between 
the rules of public economy and private economy, for it is 
clear that in the long run the State, like the individual, 
must cut its coat according to its cloth, i.e., according to the 
taxable capacity, or income, of its citizens. 

2. Sources or classification of public revenues. 
The sources of public revenues fall into four main classes: 

(i) Direct revenue from State property in land and 
forests and commercial undertakings. This is non-taxation 
revenue, which the State like any private person derives from 
its properties and business by charging prices for specific 
services rendered and by the sale of commodities, as in the 
case of postal rates, or railway fares for the use of Govern- 
ment railways, or charges for the supply of water through 
the Irrigation Department in India. So also is income 
from lands directly owned by the Government or from 
shares and other investments made by the Government. 


1H. Dalton, Principles of Public, Finance, p. 3. 
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(ii) Derived revenue, i.e. 
the income of its citizens in th 
fees, e.g. licence fees. 

(ii) Anticipated revenue in the form of public borrow- 
ings, which in essence constitute an anticipation of future 
revenue, out of which interest charges are met and repay- 
ment of the principal is effected, 

(iv) There is a miscellaneous class of public revenues 
comprising such items as (a) tributes and indemnities, (b) 
fines, (c) profits from currency and note issue, and (d) 
gifts, etc. 

3. Definition and characteristics of taxation. We 
shall now proceed to consider taxation revenue and the prin: 
ciples underlying a good system of taxation. 

‘A tax is a compulsory contribution of the wealth of 
person or body of persons for the Service of 
powers.’—(G. F. Bastable). The chief thing to 
about a tax is that its payment is compulsory and necessarily 
involves sacrifice. There is no quid pro quo, i.e. no exact 
equivalence between the tax paid by the individual and the 
service rendered to him by the State or benefit received by 
him from the State. The service of public powers or general 
utility is the predominant element, and its value is neither 
calculable nor is it the same for every citizen. On the other 
had a fee is a voluntary payment for service rendered by 
the State, e.g. education fees. 

4. Canons of taxation. There are four main canons 
or principles of taxation as stated by Adam Smith in his 
Wealth of Nations, namely, (i) Equality, (ii). Certainty, 
(ili) Convenience, and (iv) Economy. The first of these, 
namely, the canon of Equality, raises some fundamental issues 
of a controversial character. 

5. (I) Equality of taxation. Smith stated the canon 
of equality thus: ‘The subjects of every State ought to 
contribute towards the support of the Government, as nearly 
as possible in proportion to the revenue which th 


derived by the State from 
e form of (a) taxes and (b) 


a 
the public 
remember 


h ey respect- 
ively enjoy under the protection of the State? This canón 
is found to contain the germs of the two main theories ‘of 


what constitutes equitable or just taxation, (i) the equality 
of sacrifice theory, and (ii) the faculty or the ability theory, 
wing to the great inequalities of wealth prevailing in 
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modern society, the question of what is a fair basis of taxa- 
tion has been a subject of acute controversy. Obviously, 
equality of taxation cannot be attained through equality of 
payment. Differentiation between the rich and the poor 
citizens is necessary to attain justice in taxation. Adam 
Smith suggested the basis of ability of the taxpayer to con- 
tribute to the State. Now the term ‘ability’ is capable of 
a twofold interpretation, subjective or objective, according 
as emphasis is laid on the inconvenience or sacrifice involved 
in the payment of the tax (subjective), or on the ability 
or faculty of the taxpayer as indicated by his property or 
income, i.e. according to his taxable capacity (objective). 
We thus get two main principles, one underlying the equality 
of sacrifice theory and the other underlying the faculty theory, 
sometimes called the ability theory. We shall examine these 
separately. : 

6. The equality of sacrifice theory. This was first 
emphasized by John Stuart Mill, who maintained that every 
taxpayer should be called upon to make the same or equal 
sacrifice. It is generally agreed that in income-tax a certain 
minimum income should be free, i.e. exempted from taxation; 
otherwise taxation of small incomes would lead to the sacrifice 
of necessaries of life, while that of large incomes would 
mean sacrifice only of superfluities or luxuries. The sacrifice 
imposed on the poor would thus be far heavier than that 
imposed on the rich. We find that in most income-tax 
systems there is a minimum tax-free income. The same 
idea makes some people advocate the exemption of taxes 
on food-stuffs, salt and other necessaries of life. 

The principle of equality of sacrifice is also made the 
basis of progressive taxation. It is argued that money has 
varying degrees of utility to the rich and poor, and that as 
the income increases, its marginal utility falls. Proportionate 
taxation, i.e. a fixed percentage of income, say 2 per cent, 
contributed as tax to the State would mean greater sacrifice 
for the poor than for rich persons. Progressive taxation, 
under which the rate of taxation increases with the size 
of the income, is therefore essential for equalizing sacrifice. 
Most modern tax systems have adopted this principle, and 
important taxes such as income-tax and death duties are 
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often heavily graduated. The socialist parties in various 
countries prefer progressive taxation to Proportional taxation 
as one method of reducing inequalities of wealth by taxing 
the rich more heavily and spending the tax proceeds for the 
amelioration of the condition of the masses. 

7. The faculty or ability theory of taxation. 
viously stated, the word ‘ability’ as used by Adam 
objectively interpreted to mean the capacity of the 
contribute, as judged by the monetary value of 
The faculty or ability theory is much older than 
theory. At first faculty was measured by property. Later 
it came to mean income. Formerly, the simple rule of arith- 
metical proportion was applied, but today the rule of 
progression is generally followed on the grou: 
ability to pay the tax increases progressively. The faculty 
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tax than a married person with a family earning the same 
income. 


8. Other canons of taxation. The other canons 
of taxation are largely of the nature o 


f administrative rules 
and do not raise any question of principle. They may now 
be briefly considered. 


(II) Certainty—As Adam Smith 
of payment, the manner 
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whole conform better to this canon than direct taxes. 

(IV) Economy.—tThe cost of collection of a tax should 
be kept as low as possible in order that the net yield of a 
tax secured by the State should be as large as possible with- 
out at the same time imposing any serious handicap on 
trade and production. Thus internal transit dues are to be 
condemned on this account. ; 

9. Direct and indirect taxes. We may next examine 
the usual distinction between direct and indirect taxes. ‘A 
direct tax is really paid by the person on whom it is legally 
imposed, while an indirect tax is imposed on one person, 
but paid partly or wholly by another owing to a consequen- 
tial change in the terms of some bargain between them. 
Thus an indirect tax is conceived as one which can be shifted 
or passed on, a direct tax as one that cannot,? Perhaps the 
best example of a direct tax is income-tax, while that of 
an indirect tax is customs duties, or an excise like the salt 
tax in India. The latter is collected by the Government 
from a few licensed manufacturers or dealers but is paid 
ultimately by all consumers of salt on the enhanced price 
at which salt is sold in the Indian bazaars. On the other 
hand, the burden of the income-tax falls on the person 
assessed to it just as the burden of the land tax, which is 
also a direct tax, falls on the land-holder. 

The main advantage of a direct tax is that it brings home 
to the taxpayer the responsibilities of citizenship and makes 
him critical of Government extravagance. On the other 
hand, indirect taxes encourage prodigal expenditure on the 
part of Governments, who can raise funds with comparative 
ease by levying such taxes, because the people who really 
pay them are scarcely aware of the fact. 

Direct taxes are in principle sounder and more equitable 
than indirect taxes since they can be better graded to suit 
the ability of the taxpayer. A direct tax like income-tax, 
for example, lends itself more readily to progression, and 
the richer sections of society can thus be made to contribute 
a fair share towards the expenses of the State. Indirect 
taxes are generally regressive in their nature, pressing more 
heavily on the poor than on the rich. For instance, the poor 


1See Dalton, op. cit, p. 33. 
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amount of salt, and therefore 
which is unfair. To equalize the burden 
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the tax, but if he complains of the price at all he i 
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The World War 
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the economic functions of government are becoming wider 
and wider. Even the non-economic functions, such as 
defence and justice, have generally an important economic 
bearing. We shall, however, now consider the functions that 
are directly economic. 

(ii) Economic.—(a) The State may itself own and 
manage economic enterprises. These enterprises are of grow- 
ing importance in the sphere of central as well as local gov- 
ernment. When local authorities undertake such enter- 
prises, it is referred to as Municipal Socialism or Municipal 
Trading. The manufacture of armaments and ammunition, 
which are vital for national defence, must be directly under 
State management. Such activities as the Post Office, cur- 
rency, the supply of water, gas, street traction are increas- 
ingly becoming responsibilities of public or governmental 
authority, the justification being that if they are owned and 
managed by private people, serious abuses are likely to creep 
in, and State regulation may be difficult, if not impossible. 
Or again, the State may justifiably own and manage neces- 
sary enterprises to which private capital is not likely to be 
attracted or in which the return to capital may be distant 
and uncertain. Examples of this are railways and irrigation 
works in certain areas, afforestation, road-making, etc. Last- 
ly, the State may be called upon to undertake as pioneer 
certain industries in order to prepare the way for subsequent 
private enterprise. 

(b) The State may seek to regulate certain economic 
activities under private enterprise. We have already referred 
to the need for controlling such social monopolies as are 
left in private hands, Anti-adulteration laws offer another 
example of State regulation, as also factory legislation and 
the regulation of wages, Workmen’s Compensation Acts, 
marine regulations, regulation of weights and measures, regu- 
lation of rates and prices as in railways and other public 
utilities, etc. : 

(c) The State may encourage certain economic activities 
and industries through protective duties and bounties and 
subsidies, Government purchases of private stores, Trade 
Agreements, etc. - 4 

(d) The advent of planning and the well-nigh universal 
acceptance of the goal of a socialistic pattern of society has 
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happen. Some of the community’s income is simply ‘saved’ 
in the sense that it is not off 


ered either against consumer 
goods or capital goods. Lord Keynes advocated the policy 
of Goyernment interference in these circumstances. That 
is, they should, if necessary, 


Create money and use it for 
making good the shortage in demand and thus prevent un- 
employment. 


Unemployment may also result from causes other than 
the one indicated above. For instance, there may be a change 
of fashion and some goods may experience a sudden decline 
in demand. There is also what is known as ‘technological 
unemployment’, due to inventions by which existing methods 
of production may become out of date and workers trained 
in them may lose their jobs. 

. It is now universally acknowledged that it is one of the 
primary duties of the Government to take suitable measures 
to remedy the evil of unemployment how 

11. - Social activities of the State. 
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of industrial and commercial functions, such as supply of 
currency, conduct of postal service, transport services, etc. 

(vii) Social expenditure on health, education, old age 
pensions, poor relief, provision for unemployment, etc. 

Modern States are showing a marked tendency towards 
growing public expenditure, partly owing to the increasing 
expenditure on armaments and partly to the widening range 
of the functions undertaken by them. Part of this expendi- 
ture—e.g. for war or the construction of public works like 
railways—is met by raising loans. Wi 

13. Public Debt. One of the characteristics of modern 
public finance is the great part which public debt plays in it. 
Besides taxes, loans from the public have become a normal 
means for States to raise funds, and the recent war has resulted 
in a huge addition to the public debts of all the countries 
engaged in it. If the debt is internal it merely means that 


one set of people, namely the taxpayers, are debtors while 


another set of people, namely the bondholders, ave creditors, 
The bondholders receive the interest and the principal, and 
the money required for making the payment is taken out 
of the pockets of the taxpayers. Governments nowadays 
rarely pay back or retire their loans, so that the burden of 
a national debt is mostly the burden of its carrying costs, 
ie. the burden of paying interest. The bondholders are at 
liberty to sell their bonds to somebody else and in that way 
recover their money, but quite a large number may be 
content to go on receiving the interest year after year without 
worrying about the principal. Governments can use the 
proceeds of the loans not only for military purposes but also 
for productive purposes and in this way may succeed in 
increasing employment and the real income of people. In 
times of depression and unemployment such government 
expenditure is often helpful in staving off an economic crisis 
and stimulating wealth production. The national debt js 
therefore not necessarily a sign of resourcelessness and poverty. 
It can often be used as an instrument of prosperity. 


SUMMARY 


The main divisions of Public Finance are: (i) Public revenue 
and (ii) Public expenditure (including functions of the State). 
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Public finance is different from Private finance since the State, 

unlike the individual, first coven its expenditure, the income 
i adjusted to the expenditure. : 

en espan of public revenue can be divided into the following 
classes: (i) Direct revenue or non-taxation revenue; (ii) Derived 
revenue, i.e. revenue derived from the income of 
of taxes, fees, etc.; (iii) Antici 
Miscellaneous, i.e. tributes, 

‘A tax is a compulsory 
or body of persons for th 
tion is compulsory 
attempt being mad 
exactly equivalent to what he Pays as tax. 


tary payment for a specific benefit 
received by the individual paying the fee. 
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extravagance and can be graded so as to distribute the burden of 
taxation equitability. 

Indirect taxes are less difficult to administer and less expensive 
than direct taxes. Again, if it is a sound political principle that 
every citizen should be made to contribute something towards the 
expenses of the State, this principle can conveniently be enforced 
only if we rely upon certain indirect taxes. Both direct and indirect 
taxes are found necessary in practice. 

The economic functions of the modern State can be enumerated 
as follows: (i) Enterprises may be owned and managed by the 
State directly, for example the railways in India; (ii). the State 
may regulate private enterprises in the interests of the public; (iii) 
the State may encourage certain private economic activities; (iv) 
Economic planning has necessarily meant a great increase in the 
economic functions of the State; and (v) Maintenance of full em- 
ployment is now commonly regarded as one of the primary responsi- 
bilities of modern States. 

In addition to these functions, the State usually undertakes a 
number of other functions not in themselves economic but tending 
to improve the economic efficiency of the people through education, 
sanitation, etc. 

Public expenditure falls under the following main heads: (i) 
Internal and external security; (ii) Maintenance of the machinery 
of government; (iii) Service of debt; (iv) Industrial and Commer- 
cial functions; and (v) Social expenditure. Its growth has been 
remarkable in recent years. 

Huge national debts are a familiar feature of modern public 
finance. If the debt is raised in the country itself we may be 
said to own what we ‘owe’. It is a common practice for modern 
governments to make their debts perpetual and to go on only 
paying the interest and never paying the principal. Public debts 
can often be used for stimulating the national economy and 
increasing prosperity. 


QUESTIONS 


1. Indicate the various sources of public revenues, giving Indian 


examples. r 
2. What is a tax? How does a tax differ from a fee? Must 


a tax always be paid in money? 
3. Enumerate with brief comments Adam Smith’s canons of 


taxation. $ à 
4. Explain (i) the equality of sacrifice theory and (ii) the 
faculty theory. 
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5. What is progressive taxation? How can it be justified with 
reference to the canon of equality? 

6. Clearly explain the distinction between direct and indirect 
taxation. Give illustrations from Indian conditions, 

7. Discuss the comparative merits of direct and indirect taxation. 

8. Set forth and explain the economic functions of the State. 
Give Indian examples. 

9. Are public debts necessarily an evil? 


Appendix 


SOME ASPECTS 
OF INDIAN ECONOMY 


GEOGRAPHY AND CLIMATE 


1. Area and population. India is 1,269,640 square 
miles in area and had a population of 357 millions in 1951. 
It is estimated that the population increases at the rate of 
about 3 millions per year. The length of India from north 
to south is about 2,000 miles, and about 1700 miles from east 
to west. India has a land frontier of about 8200 miles, and 
the length of her coastline is roughly 3500 miles. She is 
thus a world in herself, being 13 times as large as Great 
Britain and equal to the whole of Europe excepting Russia. 
Her total population (357 millions) is about one-sixth of 
the world-population. 

2. Geographical situation. The natural boundaries 
of India stand out prominently on the map. On the land 
side there are the mountain ranges of the Himalayas in the 
north and the Hindu Kush and Sulaiman mountains in the 


Afghanistan and Baluchistan, through Pakistan. The Indian 
coast is surrounded by the two great arms of the Indian 


in the east. 
India occupies a highly favourable situation as regards 


the rest of the world for purposes of international trade, 
standing as she does at the centre of the eastern hemisphere; 
she commands trade routes running in all directions, and 
the sea routes are by far the most important on account of 
her extensive seaboard. 

She suffers, however, from a deficiency of natural 
harbours capable of accommodating large modern vessels. 
Kandla, Bombay and Cochin are the only important ports 
on the western coast. The east coast is surf-bound and 
without any natural harbours. The harbour of Madras owes 
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5 sition largely to an expensive outlay on its sea- 
Main. Vibutapatnas ee the same coast is gradually 
gaining importance as another artificial harbour. Calcutta 
on the Bay of Bengal is naturally well-situated, but suffers 
from bars which form in the Hooghly and make constant 
dredging operations necessary. We can therefore readily 
realize why the bulk of India’s foreign trade is confined to 
three ports, namely Calcutta, Bombay, and Madras. ; 

The present shipping position of India is very unsatis- 
factory. As regards inland communication, the principal 
ports of India are already connected with the inland trade 
centres by a network of railways and roads. Northern India 
enjoys good facilities for internal communication owing to 
navigable rivers like the Indus and 


d divisions: (i) the 
Peninsula, (ii) the Tndo: Ivisions: (i) 


Gangetic Plain, and (iii) the Hima- 
layan Range. 

(i) The Peninsula—This is an elevated plateau (called 
the Deccan, 


or the plateau of th tl ted from the 
Indo-Gangetic P] © south) separate 


ain by the Vindhya and Satpura ranges. 
It is flanked by th ges He H EA and 
Eastern Ghats. riangular in shape with Cape 
Comorin as its apex. This tableland of the peninsula is 


west to east. The W 


3 estern Ghats, which form a gigantic 
and continuous sea-wal 


> intercept the monsoon clouds, which 
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are compelled to deposit their moisture on the mountain 
barrier and the narrow strip of land between the Ghats and 
the sea, thus making the inland region peculiarly liable to 
droughts and famine. 

The principal peninsular rivers are the Narbada, the 
Tapti, the Mahanadi, the Godavari, the Krishna and the 
Cauvery. They depend on the rains, and are not perennial 
like the Himalayan rivers, which receive water from the 
melting of the mountain snows, even in summer. They not 
only dry up in the hot weather, but many of them cut 
their way through deep gorges which make navigation 
impossible and irrigation expensive. 

The principal products of the peninsula are millets, rice, 
oil-seeds, sugarcane, pulses, cotton, tea, coffee and spices. 
The main kinds of trees are teak, sal, sandalwood and 
coconut. 

(ii) The Indo-Gangetic Plain —This lies between the 
peninsula and the Himalayas and is traversed by two river 
systems, the Indus system to the west and the Ganges system 
to the east. The Indo-Gangetic plain, being composed of 
rivers and silt, is very fertile and forms the most extensive 
sheet of level cultivation in the world. Its Himalayan rivers 
are perennial: their fertile basins have been the seats of the 
ancient pre-Aryan and Aryan civilizations and are the natural 
granaries of the country. Some of them (e.g. the Brahma- 
putra, Ganges and Indus) are navigable, and served as great 
carriers of commerce in the pre-railway days. They are 
also the feeders of the important productive irrigation works 
on which the prosperity of the East Punjab and Uttar 
Pradesh so largely rests. The main products of the Indo- 
Gangetic plain are wheat, barley, millets, sugarcane, oil-seeds, 
rice, cotton, jute, indigo and opium. The vegetation is varied 
and plentiful—sal in the north, teak in Central India and 
mulberry in Bengal. The Indo-Gangetic plain is one of the 
most densely populated parts of India owing to its fertile 
alluvial soil and assured rainfall. 

(iii) The Himalayas—The Himalayan mountain ranges 
of the north—the highest in the world—dominate the Indo- 
Gangetic plain. They account for 1,500 miles out of the 
total length of over 2,000 miles of great mountain ranges 
which cut India off from the rest of Asia. Apart from their 
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political significance as an impregnable barrier, the Himalayas 
exercise a dominating influence on economic conditions by 
their effects on rain, winds, heat, cold, moisture and vege- 
tation. They intercept the monsoon and supply the plains 
and rivers with rainwater. We have already referred to 
the economic value of the Himalayan rivers. The Himalayan 
watersheds present rich possibilities of hydro-electric power. 
Lastly, they are a rich source of vegetation and nourish 


valuable forests which in their turn regulate the supply of 
rainwater. 


5. Rainfall. The rainfall like the climate iki 

j. : shows strikin 
TEE ons, from more than 400 inches (in Cherapunji) to 
eo han 5 inches, annually (Thar Desert). Climatically the 
ndian peninsula is part of the great monsoon area of Asia 


cata es climate on efficiency of labour and economic 
Progress in general, with special teference to India, has already 
Vv; 5. 
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During the hot season the land gets hotter than the:waters: 
of the Indian ocean to the south. Moisture-laden winds 
therefore blow from the Indian ocean into the low-pressuré’ 
land area to displace the hot, light air in it in the month! 
of June. By July the south-west monsoon is fully established 
over India, the winds being generally south-west over the 
Deccan, south over the Ganges delta, and south-east up the 
Ganges valley. The Indus basin is the last area reached’ by: 
these winds, and the first from which -they retreat, so that 
here the yearly rainfall is very low. It is heaviest on: ithe 
Western Ghats (which are first struck by the monsoon)., and’ 
the Himalayas. In September the force of the monsoon 
begins rapidly to decline. The south-west monsoon, which 
reaches every part of India, accounts for nearly go per cent: 
of the total rainfall. It strikes India, in two currents; (i): 
the Arabian Sea branch, and (ii) the Bay of Bengal branch. 
The former crosses the west coast of India, giving rain to: 
the peninsula, Madhya Pradesh and Rajasthan.. The 
Bengal branch gives copious rainfall to Bengal, Assam and 
Bihar, until it is arrested by the Himalayas: It then turns 
towards the west and, mecting with the Arabian Sea branch, 
gives a moderate rainfall to the whole tract from Bengal 
to the Punjab. Ro as 
The north-east monsoon, which yields about 10 per cent 
of the total annual rainfall, is really the south-west monsoon 
in retreat. During the winter, the land becomes cooler thani 
the sea and moisture-bearing winds blow from the land to 
the sea, thus giving rise to the north-east monsoon. . This: 
winter monsoon gives rain to north and south Madras from 
October to December. Other parts of India, such as Hydera- 
bad State, Berar, and some parts of Madhya Pradesh, 
Bombay and the Punjab, also benefit from the north-east 
monsoon. : 
The monsoon determines the harvesting seasons in India 
and the annual rainfall is a matter of vital importance. to 
the country. Fluctuations in quantity, distribution and time» 
liness bring misery or prosperity to the millions of people 
who are mainly dependent on agriculture. The rainfall: 
enters into every aspect of life in the country, for the pros- 
perity of industry, trade and finance depend on that of 
agriculture, which in its turn is largely at the mercy of the- 
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icularly of the south-west monsoon. 

ee a Pees survey of a country includes 
the Seonnidcmation of its surface and sub-soil. The soils of 
India belong to the following geological types: i 

(i) The alluvial tracts —These are the Most extensive 
and being very rich in chemical and organic ingredients, are 
agriculturally the most important. They occupy the greater 
portion of Gujerat, Rajasthan, the Punjab, Uttar Pradesh, 
Bengal; and the Godavari, Krishna, and Tajore districts of 
Madras. Along the eastern and western coasts of the 


peninsula extend alluvial strips which are capable of growing 
most crops. 


(ii) The Deccan trap formation 
greater part of the Bombay State, the whole of Berar, the 


of the foothills. It has a great capacity for absorbing and 
retaining moisture and is 


Specially suited for cotton and 
millets. 


as, Mysore, 
wo-thirds of 


trial Commission (1918), the 
sufficient to maintain most of 
t 


The minerals produced in India include coal, iron, man- 
ganese, gold, silver, lead, zinc, petroleum, mica, wolfram, 
sulphates, salt, saltpetre, building-stones, and cement-making 


materials. A few words may be said here about the principal 
minerals. 


(i) Coal.—With the exception of the United Kingdom, 
India produces mote 


coal than any other part’ of the Com. 
monwealth. Most of the Indian coal (82%). comes from 


nE 
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West Bengal, Bihar, and Orissa (the Gondwana. coalfields) . 
Outside these States, the most important mines are in south- 
ern Madhya Pradesh, Hyderabad and along the south-east- 
ern coast of Madras. Indian coal is thus very unevenly dis- 
tributed, the deficiency being specially marked in the case 
of the peninsula. Bombay can draw hydro-electric power 
from the Western Ghats, but Madras and Andhra States are 
handicapped in their industrial development, e.g. in the ex- 
ploitation of their iron ore deposits, by lack of coal. Indian 
coal is generally poorer in quality than foreign coal. Only 
the Bengal coal can compare with foreign coal in the pro- 
duction of good metallurgical coke. The industry largely 
depends on the home market, afforded by the railways, the 
growing iron and steel industries, and other industries. 

(ii) Iron—By far the most important of the iron 
deposits are those that occur in Singhbhum and Keonjhar, 
Bonai and Mayurbhunj in Bihar and Orissa States, where 
recent discoveries include what appears to be a range of 
iron ore running almost continuously for forty miles. Other 
sources are Bombay, Madhya Pradesh, Madras and Mysore 
States. 

(iii) Manganese—This is a very valuable industrial 
mineral and is mainly required for the manufacture of steel. 
It is also used in the heavy chemical, electrical and glass 
industries, India at one time (1907) displaced Russia as 
the first among the world’s producers of this metal. The 
principal manganese-producing areas are Madhya Pradesh 
and Orissa and the total reserves of high grade ore are esti- 
mated at 15-20 million tons. 

(iv) Gold.—India contributes only about 3 per cent of 
the world’s production of gold, the great bulk of which is 
mined in the Kolar field in eastern Mysore. 

(v) Petroleum.—Almost the only oil-bearing area in 
India is Digboi, in Assam. Since the separation of Burma, 
the most successful oil-producing area has been lost to India 
and its occupation during the war by Japan removed it even 
as a source of supply by importation. The internal consump- 
tion of petroleum and petrol has increased enormously in 
recent years, and large quantities are still imported from 
abroad in spite of the extension of home supplies. 

(vi) Salt.—About three-fourths of the salt consumed in 
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the country is produced internally. The principal source 
of Indian salt is evaporation’ of sea-water on the Coasts of 
Bombay and Madras. Other salt-producing regions are 
located in Saurashtra, Rajasthan, Kutch, Travancore-Cochin 
and Orissa. The only source of rock salt is Mandi in Hima- 
chal Pradesh. Foreign salt is largely imported for the 
Bengal market. . 

(vii) Other minerals—Other minerals found in India 
in relatively small quantities are cement-making materials, 
mica, saltpetre, lead, tin, copper, zinc, silver, bauxite (alumi- 
nium), jade, chromite, potash, amber, diamonds, rubies and 
sulphur. 

8. Vegetable resources. India grows a large variety 
of vegetable products belonging to the sub-tropical and 
temperate zones—foodgrains, herbs, seeds, fibres, forest 
products, etc. 

Forests. Among the most valuable natural resources 
of India must be reckoned her magnificent forests, whose 
character is largely governed by rainfall and elevation. 

„In the economy of man and of nature, forests are of 
direct and indirect value. The direct utility of forests is 
chiefly due to their produce, such as timber and firewood 
and the raw materials they afford various industries, and the 
grazing for cattle they provide. They also offer employment 
to a large number of persons working in and near them and 
to others engaged in working up the raw products, Forest 
produce is divided into two main heads: (i) Major produce, 
Le. timber and firewood; and (ii) Minor produce such as 
lac, tanning material, essential oils, turpentine and resin. 
Forest research has proved the utility of bamboo for the 
manufacture of paper pulp. The indirect utility of forests 
is also not negligible. They make the climate more equable, 
Prevent the soil from being washed away by heavy rains, help 
to regulate the water supply by rendering the flow of water 
into rivers more continuous, increase the fertility of the soil, 
afford shelter to cattle and useful birds, and produce a 
healthy zsthetic influence upon the people. 

_ The conservation of forests is therefore of the utmost 
importance to every country. The first organized steps 
towards forest conservation were taken about the year 1855. 
In 1864 a Forest Department under an Inspector-General 
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of Forests was established in the major provinces. Since then 
the Forest Department has grown and now controls more 
than one-fifth of the total area of India, The object 
of forest administration is to eliminate the danger of over- 
working the forests and to improve their yielding capacity. 
The Forest Research Institute, established in 1906 at Dehra 
Dun, has been doing useful research work. 

10. Animal resources. The importance of animal life 
to an agricultural country like India cannot be exaggerated. 
The variety of Indian conditions has naturally developed 
a great variety of animal life. The most important animals 
are: (i) Cows and buffaloes mainly prized for milk; (ii) 
Bullocks which play an important part in the agricultural 
economy of India both as draught animals and on the field; 
(iii) Goats and sheep which, apart from yielding meat and 
wool, supply together with cattle practically all the manure 
used by the Indian cultivator. Other animals are donkeys, 
used as pack-animals everywhere; camels, used for transport 
across deserts in northern India; and fish, which are of 
immense importance as articles of diet in Bengal, Assam 
and the coast strips of the peninsula. The extensive forests 
of India shelter a large variety of wild animals, reptiles and 
birds. 

11. Sources of power. The principal sources of 
power available in India are coal, wood, fuel, oil and alcohol, 
wind and water. We have already referred to the uneven 
distribution of coal and its marked deficiency in the peninsula. 
The situation as regards the other sources of power, except 
water power, is also not very favourable, At present water 
is the most promising source of power. in India, especially 
in the Western Ghats and Himalayan water-sheds and rivers. 
The Gokak Mills situated near the Gokak Falls in the 
southern Maratha country (Bombay) were the pioneers in 
the use of hydro-electric power. Much attention has recently 
been paid to a large hydro-electric power and irrigation 
schemes, especially since the achievement of independence. 
The estimated cost of the schemes launched under the First 
Five-Year Plan was Rs 765 crores. 

The foregoing survey reveals the rich and varied character 
of India’s natural resources. It is a commonplace remark 
that while nature has given her bounties to the country 
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with a liberal hand, man in India has failed to profit ade- 
quately by them; the contrast between the bounties of nature 
and poverty of man is striking. 


TRADE 


12. Growth of India’s foreign trade. As long ago 
as 300 B.c. India had established trading connexions with 
Babylon, Egypt, Rome, Greece, China, fran and Arabia. 
This early trade was in rare and costly commodities, During 
the Mohammedan period her trade with countries beyond 
the north-west frontier was encouraged. The fateful con- 
tact established between the East and West by the all-sea 
route to India via the Cape of Good Hope gave a powerful 
stimulus to the sea-borne trade of India with the western 
countries, In the struggle for the monopoly of trade that 
England emerged successful, 
Í succeeded in capturing the 
foreign trade of India and incidentally became the strongest 
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world economic depression (1929-33). After 1933-4 a 
partial recovery was again in evidence. As a result of a 
great recovery in the demand for primary commodities and 
raw materials, India’s export trade revived especially in 
1936-7 when it recorded an advance of nearly Rs 36 crores 
over the previous year’s total. There was however a reversal 
of the upward trend in business conditions in 1937 and 
1938 whith lasted till the early part of 1939 when again 
an appreciable improvement began to manifest itself. 
During World War II more than half of India’s trade was 
cut off as trading relations could obviously not be maintained 
with the enemy countries east and west nor with a 
number of neutral countries like Sweden and Switzerland 
because of their proximity to enemy areas. During the war 
trade was inevitably subjected to numerous restrictions and 
became canalized into blocks and groups dictated by military 
necessities and the availability of shipping space and trade 
routes. After the war Japan and Germany practically went 
out of the picture so far as India’s foreign trade was con- 
cerned. India’s trade relations with the United States which 
showed signs of promising developments after the recent 
war have been latterly hampered by our need to conserve 
foreign exchange. There is a world shortage of dollars and 
India’s supply of dollars being limited she 3s required to use 
them only for importing such American goods as are 
absolutely essential. 

13. Main characteristics of India’s foreign trade. 
Since World War I there have been changes in the character 
of our international trade. To a smaller extent than before 
we are now exporters of raw materials and importers of 
manufactured articles. This is partly due to the develop- 
ment of modern industry in the country. Another factor is 
that since Partition food-supply in the Indian Union is 
insufficient even for internal needs and much more so for 
exports to other countries. 

The most outstanding characteristic of India’s trade is 
that the bulk of the exports consists of food-stuffs and raw 
materials, while the bulk of the imports consists of manu- 
factured articles. This stands in marked contrast with the 
foreign trade of the United Kingdom, the bulk of whose 
exports consists of manufactured articles while the bulk of 
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the, imports .consists of raw materials and oo aa Since 
World: War I, owing to industrial development, e Pee 
‘centage ‘of exports of manufactures to total exports has 
showed a gradual tendency to increase. Hates 
: Thischange has been accentuated b; the recent war, wi 
ithe result that imports of _ manufactured „goods have come 
ito occupy a relatively less important position in India’ S sca- 
‘borne -trade and imports of raw materials and machinery 
necessitated by the broadening of industrial activity in the 
:cQuntry are becoming more and more important. 

‘= :Prior to World War II raw materials headed the export 
Jlist;-but in recent years the composition of India’s export 
itrade shows a growing share of manufactured goods. This was 


while the import trade consists o 
the export trade is restricted to 
staples like raw Cotton, jute, tea, 
» The third. noteworthy feature j 
a predominant position in our f 
‘the import side. Lastly, India’s foreign trade during the 
post-war period has been characterised by an unfavourable 
‘balance of trade’ i.e, excess of imports (of merchandise) 
over exports. i 


‘14; Imports and exports. 
latterly declined owing to the in 
the country, Imports of ‘Grai 
from: Rs 228.12 crores in r 
Sirice Partition, however, India 


a comparatively few great 
oil-seeds, and foodgrains. 
s that Great Britain holds 
oreign trade, especially on 


e principal articles of export in order of importance 


yarns and manufactures), cotton (yarns and 
manufactures) , oils, cotton (waste and raw), metallicores, 


‘hides: and: skins (tanned) , Spices, tobacco, chemicals, drugs 
and. medicines, 
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the Government through a system of import and export 
licences. 

The basic objectives of an import control policy are (a) 
to limit the aggregate imports to the total available foreign 
exchange earnings, (b) to distribute the available foreign 
exchange resources in the most equitable manner among 
the commodities required for the planned development of 
agriculture and industry and the essential requirements of 
consumers. 

The main objectives of export control are (a) to encourage 
exports consistent with internal requirements, in such a 
manner as to further the economic development of the 
country (b) to direct the flow of exports, as far as possible, 
to countries of the dollar and other ‘hard’ currencies, (c) 
to encourage export of processed or manufactured goods 
rather than raw materials, (d) to conserve supplies for 
internal consumption of those commodities which are in 
serious shortage. 

15. Re-exports (Entrepot trade). India has a cer- 
tain amount of re-export trade. Being situated in the centre 
of the eastern hemisphere, she is fitted to act as a dis- 
tributing centre, particularly for those Asiatic countries which 
have no sea-board of their own. The re-export trade is 
mainly in manufactured articles, especially textiles, imported 
from the western countries, which are taken by Iran, Muscat 
and East Africa. The principal article re-exported to 
western countries is raw wool, which is imported across the 
land frontier of India. The bulk of it goes to the United 
Kingdom. The total value of the re-export trade was 
Rs 5.46 crores in 1954-5. 

16. India’s balance of trade. A large surplus of 
exports over imports of merchandise used to be a feature 
of India’s foreign trade. This was necessary to enable her 
to meet external liabilities such as interest on and repayment 
of sterling loans raised in England, Home Charges payable 
through the Secretary of State for India, dividends earned 
by foreign industrial companies working in India, com- 
mission secured by foreign banking, insurance and other 
companies, and freight charges payable to foreign shipping 
companies. These items were called the ‘invisible’ imports 
(they would have been invisible exports of a creditor country 
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like Great Britain) because they were not officially recorded 
unlike the imports and exports of merchandise and ae 
which are duly recorded by Customs House een 
India’s present problem is how to maintain ee 
volume of exports to pay for the variety of foreign goo 


(including foodgrains) which she must obtain to increase 
her production. 
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18. Coasting trade. The internal trade of India falls 
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need for a vigorous policy of fostering internal trade, espe- 
cially since our external trade is at the mercy of arbitrary 
forces which we cannot control. 

The principal trade centres of India, apart from the three 
principal ports of Calcutta, Bombay and Madras, are: 
Kanpur, Delhi, Amritsar, Agra, Benares, Lucknow, Nagpur, 
Jubbulpore, Mirzapur, Madura, Gwalior, Srinagar, Sholapur, 
Amraoti, Hyderabad (Deccan), Allahabad, Jaipur, Baroda, 
Bangalore and Mysore. 

20. Commercial intelligence. As compared with more 
advanced countries like the United States, India’s com- 
mercial intelligence system and trade organization are 
Poorly developed. Increasing attention is, however, now 
being paid to this matter. There is the official organization 
consisting of the Department of Commercial Intelligence 
and Statistics, also the Indian Trade Commissioners in 
London, Mombasa, New York and other foreign centres. 
Besides these there are non-official bodies like the Chambers 
of Commerce which interest themselves in the industrial and 
commercial development of the country. It is needless to 
add that accurate and full information regarding foreign and 
inland markets, and publicity regarding trade and produc- 
tion are essential for the proper expansion of our commerce 
and industry. 


‘TRANSPORT 


21. Importance of transport. Improvements in the 
means of communication and conveyance of men and goods 
have always played an important part in the history of 
civilization. A good system of communication by land, 
water, and, we must now add, by air, is one of the most 
important of all the conditions for the prosperity of a nation. 
It breaks down the isolation of the different parts of a 
country and increases the contact between town and village 
to the mutual advantage of both. It is the very life and 
soul of trade and acts as a stimulus to both agriculture and 
industry. Improved means of communication and con- 
veyance are essential for the free movement of men and 
goods, raw materials and finished products, and for the 
Proper utilization of the resources of a country. The 
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importance of transport from the military, ‘gempege a 
cultural and social points of view is hardly in need of special 
emphasis. Difficulties of communication have been largely 
removed in modern times by railways, the telegraph, motor 
and other forms of transport. ' 
India is a sub-continent and the natural obstacles in 
passing from one region to another are formidable. Com- 
munication often breaks down in the rainy season. Natural 
waterways are less important in India than in England. 
Till the middle of the nineteenth century the means of com- 
munication were very defective in India. There were only 
very few trunk roads constructed by Indian rulers, chiefly 
by the Moghuls, Many of the so-called roads were mere 
tracks and were impassable during the rainy season. They 
m being safe. Pack animals were the only 
to many parts of the interior. The state 


construction of a network of rail- 
aoe the time of Lord Dalhousie who 
Mutiated a vigorous public works policy about the middle of 
the last century, 


The transport situation 
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ransport. 


22. The growth of India’s railway system. The his- 
tory of Indian railways shows Many vicissitudes of fortune. 
Between 1844 and 1869 railways were constructed under the 
old guarantee system b i 


may be considered under four 
Roads, Water Transport, and Air 


Hate $ State, which 
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f ancial difficulties of the Government compelled them to 
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modified in favour of the Government both as regards the 
rate of guaranteed interest and the Government’s share of 
surplus profit. Under this system the lines constructed by 
the companies were declared to be the property of the State 
at the end of twenty-five years, after repayment of the 
capital provided by the companies. In subsequent years, 
when the old and new contracts with companies expired, 
the Government purchased the lines and either transferred 
them to State management (as in the case of the Eastern 
Bengal or Sind-Punjab Railways) or handed them over again 
for management to the same companies (as in the case of 
the East Indian and Great India Peninsula Railways). In 
this way the State came to be the owner of the bulk of the 
trunk lines. Until recently, however, the management was 
left to the companies subject to Government control, 
exercised through the Railway Board which was created in 
1905. Between 1900 and 1914 there was rapid extension 
of railways especially under the programme system (adopted 
in 1908) whereby the Government laid down for the future 
the standard of £124 million a year for capital expenditure 
on railways, loans being raised in England for this purpose. 
The railways also began to pay their way partly owing to 
the general economic development of the country and partly 
to the expansion of irrigation works in the Punjab and 
Sind. Between 1914 and 1921, there was a serious break- 
down and deterioration of railways owing to the excessive 
pressure to which they were subjected during the war and 
to the curtailment of capital expenditure. 

An overhauling of the railway policy was undertaken on 
the recommendation of the Acworth Committee on Indian 
railways (1920-21). The Committee favoured State manage- 
ment of the railways and also advocated construction of new 
lines by State agency, in accordance with strong public 
demand in India. Accordingly the State took over the 
management of the G.I.P., E.I., Burma, and Southern 
Punjab railways. All the important railways in India were 
now State-owned and State-managed. The Railway Board 
was reorganized and larger funds were made available for 
capital expenditure on railways. 

Another change in administration was the separation of 


as 
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new arrangement the railways are required to make a 
special contribution to the general revenues. 


bout Rs 432 crores. 
The railways have 
tages on the country. They 
of general administration and 


, and have contributed to the cultural 
Progress of the count 


equally Striking, Famine r 
depends on an efficient rail 
veyance of food-stuffs to th 


- the agriculturist grows not only for sub- 
of his produce, for which 
et owing to the extension 


of railways. Not only national trade but also trade with 


other countries h 


from the Ports for distribution in the interior. On the other 
hand, the tailways have led to certain undesirable results, 
such as the rapid decay of indigenous industries, due to the 
intense Competition of machine-made goods which the rail- 
ways carry to the remotest Parts of the country. 

Need for further railway development. On 
the whole, however, the benefits conferred by railways out- 
weigh the injury, and Speaking of the future there is more 
and not less need for railway development, especially in 
the rural areas, which are inadequately served. India’s 
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backwardness in railway development when compared with 
other countries is shown by the fact that, while there are 8.2 
miles of line per 100 sq. miles in the U.S.A., there are only 2.2 
miles of line per 100 sq. miles in India. Along with railway 
construction it is also necessary to develop and encourage 
industries connected with railways. The railway rates policy 
should aim at furthering the general industrial development 
of the country. There exists at present a Railway Rates 
Advisory Committee to investigate complaints of undue pre- 
ference, high rates, lack of reasonable facilities to trade, etc., 
and to make recommendations to the Government on these 
matters, 

25. Road history. As already pointed out, good roads 
were few till the middle of the last century. Lord William 
Bentinck revived the idea of a highway connecting the north 
of India with Bengal. The result was the construction of 
the Grand Trunk Road linking Peshawar with Delhi and 
Calcutta. 

A new chapter in the history of roads was opened by 
Lord Dalhousie, who initiated a more vigorous road policy, 
A Central Public Works Department was created, and similar 
departments were established in each of the provinces in 
1855, replacing the old Military Boards which till then had 

een in charge of the roads. As railway construction pro- 
ceeded apace, it became necessary to build roads to feed 
the railways rather than to compete with them. Trunk 
roads, however, came to be neglected, the Government being 
more ‘interested financially in the profitable working of rail- 
ways. The progressive policy of Lord Mayo and Lord Ripon 
with regard to local self-government, under which local con- 
trol over local affairs was provided, gave some stimulus to 
road development. The total road mileage steadily increased 


and it stood at 244,000 at the beginning of the First Five- 
Year Plan. 


26. Main features of I 


) i ndia’s road system. The 
main features of India’s road s 


1 ystem may be briefly described. 
here exist four trunk roads stretching across the count: 


with which most of the important subsidiary roads are 
linked. (i) The most famous of the trunk roads is the 
ancient marching route for armies, known as the Grand 
Trunk Road, which stretches Tight across the northern part 
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of the country from the Khyber to Calcutta; the other three 
connect (ii) Calcutta with Madras, (iii) Madras with Bom- 
bay, and (iv) Bombay with Delhi. These four main roads 
accounted for about 5,000 out of the 97,000 miles of metalled 
roads (in 1950-51) in the Indian Union. Southern India is 
most favoured both as regards the number and the satis- 
factory character of its subsidiary roads. The worst-served 
regions are Rajputana, Sind, parts of the Punjab, Orissa and 
Bengal. Aridity, sparseness of population, unbridged and un- 
bridgeable waterways, difficulties of the ground (as in the 
lower Himalayan reaches), lack of suitable road-building 
materials, etc., are some of the obstacles that have prevented 
more rapid progress, Besides metalled roads there is a large 
mileage of kachha (unmetalled) roads (147,000 miles in 
1950-1), some of which provide quite good going for motor 
traffic during the dry weather. 

27. Need for more roads. Considering her size 
India is extremely poorly equipped with roads. The defi- 


in U.S.A., India has only 22 miles, 
1s crying for more and better toads, much difficulty is being 
experienced in maintaining even the existing roads in 
a tolerable condition. Roads controlled by the local bodies 
are in a particularly bad state because of the poor resources 
of these bodies. The Country needs a perfect network of 
arterial and feeder roads to permit the smooth flow of her 
extensive internal and external trade, for the development 
of industries connected with the preparation of agricultural 
produce, and for the Proper exploitation of her valuable 
forest resources. The development of roads need not 
adversely affect the railways. In fact the railways will 
derive considerable benefit from such feeder roads. While 
road motor traffic has an advantage over the railways so far 
as lighter traffic and short journeys are concerned, the rail- 
ways will be a more convenient and economical form of 
transport for heavy loads and long distances. On the 
whole, roads and railways are complementary to each other 
rather than competitive, Increasing attention is being paid 


While the countryside 
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to the need for co-ordination of rail-road transport. 

28. New road policy. A special Road Development 
Committee was appointed in 1927 to consider India’s road 
problem. The Committee emphasized the necessity of a 
comprehensive road policy and of co-ordination of local 
programmes. It pointed out that road development was 
passing beyond the financial capacity of Provincial Govern- 
ments and local bodies, and was becoming a national interest 
which should therefore to an increasing extent be a charge 
on central revenues. It also recommended that local bodies 
should receive more liberal financial assistance from provin- 
cial funds. 

In accordance with the Road Committee’s recommenda- 
tions, the import and excise duties on motor spirit were 
increased from 4 to 6 annas per gallon in March 1929. The 
proceeds of the additional duty were allotted for expenditure 
on road development, being credited to a separate Road 
Development Account. The annual grant, after allotting 
15 per cent to the Central Government (till 1934 only 10 per 
cent), was apportioned among the provinces on the basis of 
their respective petrol consumption. These grants were made 
for expenditure on such schemes as were approved by the 
Governor-General-in-Council with the advice of the Standing 
Committee on Roads of the Central Legislature. In order 
to secure co-ordination in road matters, periodic Road Con- 
ferences of provincial representatives with the Standing Com- 
mittee on Roads were held. This policy was placed on a 
more or less permanent basis in 1934. Extensive Toad deve- 
lopment in the whole country has been given a high priority 
in the post-war reconstruction programmes of the Central 
as well as the State Governments. Road development was 
allotted Rs 156 crores in the first Five-Year Plan and in the 
second Five-Year Plan the allotment has been further increas- 
ed to Rs 275 crores. At the end of the second Plan two- 
thirds of the target set in the Nagpur Plan will be realised. 

29. Inland waterways. Water transport played an 
important part in the carriage of bulky commodities before 
the era of railways, and even today it continue to play a 
by no means negligible part in inland trade. The river 
system in Northern India is connected by 26,000 miles of 
navigable waterways. On the whole, however, in spite of 
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the relative cheapness and certain advantages in the carry- 

ing of large cargoes, water transport has failed to hold its 

own in inland trade since the advent of the railways. 
Water transport falls under two divisions: (i) Inland 


ing their deltas. The tributaries of the Indus, the Chenab 


Congestion in the railway system and 
Msport in the country. 
Navigation Commission 


A untry. She had a flourishing 
shipbuilding industry, and the bulk of 


mprovement of naval archi- 
English shipping ‘interests 
shipping. India’s share 
to about 25 per’ cent, 
and in the oceanic trade only to about 4 per ‘cent, This 
highly remunerative branch of business was until recently con- 


trolled by foreign shipping companies, whose competition 
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prevented the rapid development of an Indian mercantile 
marine. The development programme for shipping as 
envisaged by the Planning Commission contemplates a loan 
of Rs 25 crores by the Central Government to the shipping 
companies and looks forward to the increase of Indian 
shipping to a gross registered tonnage of about 600,000 by 
1955-6. The Indian Government however has announced 
its intention of pursuing a dynamic policy in the near future. 
The Planning Commission recommends an aggregate expen- 
diture of about Rs 47 crores on the development of the new 
port of Kandla and the modernization of the five major 
ports of Bombay, Madras, Calcutta, Vishakhapatnam and 
Cochin. 

31. Civil aviation. In the post-war years civil avia- 
tion has made rapid progress, particularly in the western 
countries, and has initiated a far-reaching revolution in the 
transport system of the world. 

Interest in civil aviation in India was aroused by the inau- 
guration of a postal air mail service between Karachi and 
Bombay largely on the initiative of Lord Lloyd, Governor 
of Bombay (1918-23). The inauguration of the French and 
Dutch air services across India, as well as the regular weekly 
service between England and Karachi and the general 
increase of civil aviation in all parts of the world, have 
stimulated both Government and the public. India has also 
become a party to the International Air Convention, and the 
Government of India have appointed a Director and Deputy- 
Director of Civil Aviation, and a Chief Inspector of Aircraft. 
Private enterprise (e.g. the Tata Airways) has also come 
forward, and there are at present several Aero Clubs in 
India for imparting instruction in aviation. In August 1953 
all the private airlines were merged into the Indian Airlines 
Corporation. The total mileage operated by the Corpora- 
tion was 26,600 miles. Important cities and centres of trade 
and industry are now connected by air. The value of avia- 
tion to business is being more and more appreciated in India, 
and the prospects of development are encouraging. For 
operating long distance international air. services a separate 
Corporation called the Air-India International has been set 
up. The Planning Commission has proposed that the exist- 
ing air transport companies should merge into a single unit 
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in order to make the service reasonably profitable. The Plan 

rovides for a sum of Rs 9.5 crores for the payment of com- 
Hensston to the existing air companies, and for the purchase 
of new aircraft. 


QUESTIONS 


1. Consider India’s advanta; 
geographical location, i 

2. Describe the principal natural regions of India and emphasize 
their characteristic features. z 

3. Show the vital importance of rainfall to economic life in India. 
Describe briefly the course of the monsoon in India. 

4. Give a classification of the soils in India. 


5. Describe the Principal minerals mined in India and indicate 
their distribution. 


6. Indicate the eco 


ges and disadvantages in respect of 


nomic potentialities of forests in India. 
Played by the vegetable and animal resources 
in the national economy of India. À 

8. rincipal sources of power available in India? 
ncipal divisions of the trade of India. 
view of India’s foreign trade. 
main characteristics of India’s foreign trade? 
12. Indicate the Principal articles of: (i) the import, and (ii) 
the export trade of India, and show their relative importance. a 
13. Write brief notes on: (i) the re-export trade of India, (ii) 
the land-frontier trade; and (iii) commercial intelligence. 

14. Explain why India has normally a favourable balance of trade. 
15. Give a short account of: (i) the coasting trade, and (ii) the 
inland trade of India. 

16. Mention the Principal trade centres of India. 

17. Discuss the part played by the transport system in the 
nt of a country, 
18. Give a brief history of railway construction in India. 

19. What were the Principal recommendations of the Acworth 
Committee, and how far were they accepted? 
i economic effects of railways in India and 

emphasize the need for further development. 

i history of roads in India and indicate the 
existing road system. 7 
importance of road development in India? 
recently been taken to expedite it? 
the rail versus road controversy. 


24. Discuss the present Position and the future prospects of 


waterways in India, 
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25. What is the present state of marine transport in India? 
26. Give a brief sketch of the development of civil aviation 
in India. 
27. Give a brief account of the state of communications in India 
before the advent of railways. 
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